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State Supervision Over Accounting Methods. * 
By Roy Smit, M.C.S. 


I.—INTRODUCTION. 


When, as was true in the earlier days and as is true in some 
of the out-of-the-way places in the world to-day, the industrial 
life was simple, when families and in some cases individuals were 
practically industrially independent of one another, there was 
comparative equality among men. The processes of production 
of the necessities of life were simple. In fact, almost all of the 
articles in use were produced within the own home of the family. 
Under such a regime there was little or no need for society or for 
government to have any part in the regulation of industrial 
affairs. 

A great evolution has come about, however, in our industrial 
constitution. We are no longer living in the simple individualistic 
age of our forefathers. Industry has become tremendously 
specialized. Each person, or rather each class of persons, is en- 
gaged in doing a particular part of the work of production and 
distribution. Great concerns have grown up. Our system has 
become intricate. Every business organization is dependent on 
many others, and especially is every individual dependent upon 
the various individual organizations. He is no longer indepen- 
dent; he is dependent. 


*Accepted by the Faculty of the New York University School of Commerce Accounts and 
Finance in partial fulfillment of the requirements for the Degree of Master of Commercial 
Science, June, 1900. 
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Furthermore society, because of this extensive specialization 
and intricacy, has become separated into groups, or rather strata, 
and these strata have become largely dependent upon one an- 
other and upon the great industrial and commercial institutions 
which have grown up. This state of affairs demands that society 
in general, represented in the government, exercise a certain 
amount of supervisory control over the various strata in society 
and over the different industrial and commercial institutions. 
This, then, is the basis of the demand for public regulation of 
industrial and commercial institutions. 

This regulation has taken on various phases and is exercised 
in various ways, but in this paper we are concerned only with one 
phase of supervision. Now because of this inter-dependence of 
groups of individuals and of industrial associations it has become 
necessary that each group and association or certain representa- 
tive individuals in each group or association be able to ascertain 
the condition and transactions of certain of the other groups and 
associations. This knowledge must be largely obtained through 
the systems of accounting and reports. The phase of the general 
subject, then, in which we are interested is that of accounting. 

In practically all lines of state statutory and supervisory 
activity there has been during the last few decades a very marked 
general increase. The various state governments have not only 
extended the scope of their functions, but they have also increased 
their activity to include numerous details contained within the 

fields already occupied in a general way. The legislatures have 
been issuing great volumes of detailed statutes covering almost 
every action of its citizens. Besides this statutory extension hun- 
dreds of boards, commissions, and agents have been created in 
recent years with all sorts of powers, duties, and responsibilities. 

While the state governmental supervision over accounting 
methods has not, perhaps, reached the extent of development that 
some other lines of supervision have reached; yet the general in- 
crease in state activity is easily seen, especially in the actions 
taken in our legislatures during the last few years. 


II.—SuPpeErvISsION vs. No SUPERVISION. 


We should be careful in our thinking on questions in this 
connection to distinguish clearly between government ownership 
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or management on the one hand and public regulation or super- 
vision on the other. This paper attempts to deal only with the 
latter. 


While the sweeping statement of one of our best known certi- 
fied public accountants in a public speech, “That the management 
of our great properties is generally intelligent and economical and 
that the management of our government bureaus is generally 
loose, irregular and frequently dishonest,” may possibly be true; 
and while it may even be also true that “the men entrusted with 
the management of the corporations are better fitted to administer 
the affairs of such corporations and to exercise judgment in 
matters concerning both the investor and the public which takes 
their product or utilizes their franchises, than are those men who 
hold public office qualified to fill even their own positions, much 
less to undertake administrative control over corporations,”* 
and while it may be the fact that in the past many mistakes have 
been made by all three of our departments both of the federal and 
state governments: yet in the face of these mistakes and of such 
sweeping and unqualified statements as the above quotations, we 
insist upon being optimistic enough to believe that in time we 
are going to find not only the right kind of legislation but also 
the right kind of administration in matters of supervision over 
private and semi-public corporations. The dishonesty and in- 
ability (when such qualities are really prevalent) of those in 
charge of our government bureaus is, no doubt, a conclusive argu- 
ment that we need better men in our government employ; and 
the serious mistakes of the past may be a strong argument against 
the idea that state supervision, of whatever kind and in whatever 
manner exercised, is a sure cure for all our corporate ills; but | 
we believe that the error lies not so much in our system of govern- 
ment or in the fact of supervision as in the quality of men in the 
first instance and in the kind of laws and in the methods in the 
last case. 

While we do not here pretend to make anything like an ex- 
tended discussion of this point, yet it may be of interest just in 
this connection to refer to only two leading authorities on this 
subject of two of the leading countries of Europe. The following 


is quoted from Mill’s Political Economy (vol. ii., chap. xi.) 


*E. W. Sells, before the Society of Certified Public Accountants of the State of New 
Jersey, January 20, 1908. 
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Whatever, if left to spontaneous agency, can only be done by joint 
stock associations, will often be as well, and sometimes better done, as far 
as the actual work is concerned, by the state. Government management 
is indeed, proverbially jobbing, careless, and ineffective; but so, likewise, 
has generally been joint stock management. 


Mill points out the following as “true reasons in favor of leav- 
ing to voluntary associations all such things as they are competent 
to perform.” 


The mischief of overloading the chief functionaries of government with 
demands on their attention, and diverting them from duties which they 
alone can discharge, to objects which can be sufficiently well attained with- 
out them; the danger of unnecessarily swelling the direct power and in- 
direct influence of government, and multiplying occasions of collision 
between its agents and private citizens, and the still greater inexpediency 
of concentrating in a dominant bureaucracy, all the skill and experience 
in management of large interests, and all the power of organized action, 
existing in the community; a practice which keeps the citizen in a relation 
to the government like that of children to their guardians, and is a main 
cause of the inferior capacity for political life which has hitherto char- 
acterized the overgoverned countries of the continent, whether with or 
without the forms of representative government. 

But although for these reasons, most things which are likely to be 
even tolerably done by voluntary associations, should, generally speaking, 
be left to them, it does not follow that the manner in which those associa- 
tions perform their work should be entirely uncontrolled by the govern- 
ment. 


In the following quotation, taken from an article on “Monop- 
olies” in the Dictionnaire d'Economie Politique (vol. ii., p. 
224), we get the views and feelings of a French writer on the 
general subject: 


_ In France the initiative and direction of these works (i. e., harbors, 
internal navigations, roads, bridges, railways), belongs to the central 
authority, acting by means of a numerous and expensive body, Ingénieurs 
des Ponts et Chaussées (Engineers of bridges and roads). 

The results of this régime is that in respect of works of this character the 
spirit of enterprise is wholly discouraged, and that scarcely anything is 
accomplished except at the instance and by the impulse of the body of 
official engineers, an impulse which, for reasons which we have given 
under the title “Functionaries,” is comparatively less powerful and less 
tertile than that of free industry. Thus, none of the great improvements 
in artificial channels of communication or in means of transport which 
have been introduced within the last fifty years, have originated in France 
—Macadamization of roads, railroads, locomotives, suspension bridges, 
steamboats, etc., all are the works of the free and independent engineers 
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of America or England. . . . We have remained in this respect (re- 
garding modern improvements), far behind the United States, England, 
Belgium, etc. 


It is easy to see from the two examples given above what 
different opinions will arise under different conditions. Mill, in 
his argument, has been prompted by the English practice of grant- 
ing unrestricted monopolies to private persons. The French 
writer, however, has been impressed with the lack of enterprise 
that has resulted on the part of private undertakings from the 
practice of leaving the initiative in such undertakings to the 
government. 


Each of the above writers represents, in a way, two great 
schools of thinkers, not only in England and France, but in the 
United States as weli as in most other countries. And I think it 
is safe to say that both are right in their opinions if we consider 
their viewpoints. Too much government management or control 
is bound to result in a sluggishness on the part of private enter- 
prise, while too little government supervision is altogether likely 
to result in something detrimental to certain classes of citizens 
and favorable to other classes. Consequently we are led to be- 
lieve that in the matter of state supervision over accounting 
methods, as in practically everything else, there is a happy middle 
ground which, when found and properly occupied, will result in 
drawing out the most possible from private enterprise and at the 
same time see to it that the great business associations will not 
prey on the weaker individuals and on the general public. How 
much of this can be accomplished through supervision over ac- 
counting by our state governments can only be learned by a 
thorough study of what has been done along this line by the state 
governments together with an extended continuation of experi- 
menting in these matters. We believe, however, that an intelli- 
gent study and analysis of the subject by experts in financial mat- 
ters and by expert accountants will save us from a great 
many hard knocks which we are bound to get if our legislators 
insist upon rushing hither and thither in the dark with their legis- 
lation and with their machines for supervision. 


However, this paper does not purport primarily to be an argu- 
ment either for or against state supervision, but rather a brief 
treatment of a few instances in which such supervision exists. 


81 





The Journal of Accountancy. 


III.—SuPeErRvISION OvER THE ACCOUNTANCY PROFESSION. 


Although the services of the public accountant have for some 
considerable number of years been recognized in America as 
being extremely important in business circles, yet no definite legal 
steps were taken by any of our state legislatures to recognize pub- 
lic accounting as a profession or to control the practice until 1896 
when the New York Legislature passed a law empowering the 
Regents of the University to issue certificates to certain persons 
to be known as “ Certified Public Accountants.” Three years 
later the Pennsylvania Legislature passed a law very similar to 
that enacted in New York. In 1900 Maryland followed, and the 
next year California created a Board of Examiners for Certified 
Public Accountants. Since then the following states have been 
added to the list: Illinois and Washington in 1903; New Jersey 
in 1904; Florida and Michigan in 1905; Rhode Island in 1906; 
Connecticut and Utah in 1907; and in 1908 Ohio, Louisiana and 
Georgia. This year bills have been introduced into several State 
Legislatures as well as into the Congress of the United States 
for the purpose of establishing the degree known as the “C. P. 
A.,” or “Certified Public Accountant.” 


These laws occupy in the field of public accounting very much 
the same place as the laws of the various states requiring ex- 
aminations for the practice of medicine and dentistry occupy in 
those respective professions. There is, however, one vital differ- 
. ence. For example, no person who has not received a certificate 
from the recognized state authority is allowed under the law to 
practice medicine within the state. But the laws regulating the 
profession of accounting are not so strict. These laws do not in 
any case prohibit any one from practicing as a public accountant 
so long as he does not hold himself out to be a “ Certified Public 
Accountant.” No one is allowed, according to the law in the 
above mentioned states, to use the letters “C. P. A.” after his 
name or in any way to indicate that he is a “Certified Public 
Accountant ” unless he has received a certificate from the proper 
state official. 

There is really very little difference in the effect of the laws 
regarding the regulation of the accounting profession in the fif- 
teen states. In most cases a board of from three to six members 
is created for the purpose of formulating rules and for conduct- 
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ing the examinations of candidates. In some states, as in New 
York and Illinois, these matters have been placed very largely 
under the supervision of the state universities. Usually, however, 
either a part or all of the members of the Board are required to 
be experienced accountants. In Massachusetts a bill has been in- 
troduced into the legislature by which the Board is to consist of 
the Commissioner of Corporations, the Bank Examiner, and the 
Commissioner of Insurance. 

The qualifications required in the different states vary slightly. 
In practically all of the states candidates are required to be 
citizens of the United States or to have declared their intentions 
of becoming such citizens, and at the same time to be either a 
citizen of the state granting the certificate or to have a regular 
place of business in such state. Colorado, New York, California 
and Pennsylvania, together with a bill now pending in the Miss- 
ouri Senate, require a period of practical experience. The lower 
age limit varies in the different states from nineteen to twenty- 
five. In a few states persons not having reached the required 
age limit or not having had the required practical experience, but 
who have the other qualifications and have passed the required 
examination, are granted a certificate entitling them to style them- 
selves “Junior” or “Associate” Certified Public Accountants. 


The preliminary educational qualification also varies from 
practically nothing at all to a four-year high school course. The 
examinations are usually held twice each year, and in practically 
every case a fee of $25.00 is required. 

The subjects upon which candidates are examined are, with 
one or two exceptions, the same in all the states; though it is 
claimed that in severity the examinations vary greatly. Further- 
more there seems to be a marked difference of opinion among 
both “C. P. A.’s” and among prospective and ex-candidates for 
the degree as to which of the state boards offer the most difficult 
questions. The usual subjects in which the candidates are ex- 
amined are “Auditing,” “ Theory of Accounts,” “ Practical Ac- 
counting ” and “ Commercial Law.” Connecticut has added to 
these four subjects that of “ Business Organization and History 
of Accounting.” 

There is a good deal of contention among students of account- 
ing and among public accountants as to whether or not various 
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examining boards are exercising their powers and duties as 
wisely in all cases as they might do. It is pretty generally con- 
ceded, however, that the recent laws in the different states creat- 
ing the degree of “ Certified Public Accountant ” has exercised, 
and is still exercising, a great benefit both to those practicing in 
the profession and to their clients. It must be admitted, never- 
theless, that the laws and customs regulating the profession of 
accounting are in the United States really only in their infancy. 
Mr. J. S. M. Goodloe, of Ohio, writing for THE JouRNAL oF Ac- 
COUNTANCY a few years ago, used the following words: 

They (C. P. A. laws) have materially aided the cause of competent 
and honest accountants as well as the cause of the client, but the real 
objects of the C. P. A. legislation will not be attained until such existing 
C. P. A. laws are amended so as to bring all public accountants under 
their provisions by requiring every practicing public accountant to qualify 
as a “Certified Public Accountant.”* 


(To be continued.) 


*Vol. 1, p. 106. 





Embezzlement and Accountability. * 
By Cuarces E. Spracue, Pu.D., C.P.A. 


Self-interest is the first law of nature; self-preservation is 
only a phase of it. Every animate being is seeking its own hap- 
piness. Directly or indirectly, every act is working to this end. 
This does not exclude moral and religious considerations; the 
pleasure derived from the moral sense, as well as from the phys- 
ical senses, has its weight in making up the decision. 

While some metaphysicians deny this broad proposition, all 
must admit that it has a great amount of truth in it. Our own 
consciousness tells us that we cannot avoid, in a case of doubt, 
taking the course which, we become convinced, will result in a 
preponderance of pleasure over pain. Like many other philo- 
sophical principles, this one can be represented in the form of an 
account. Made up before the event, it may read like this: 


My Proposep AcrtrION. 
IN ACCOUNT WITH ME. 








—a 


To Pain-payable, for amount to be || By Pleasure-receivable, for amount 
endured, viz.: added to my happiness, viz.: 
Moral Pleasure ..... 
Danger Physical Pleasure 
Privation 





The accountant who prepares this piece of moral bookkeeping 
always balances it instinctively, and the action must show a clear 
balance to its credit before it will be entertained as a resolution. 
Each of the items in the account is a balance of other accounts, 
so that, perhaps, the ultimate result is a net product of very 
intricate calculation. 


Nor are the requirements of double-entry bookkeeping lack- 
ing. The accounts of Pain-payable and of Pleasure-receivabie 


*This is a reprint of an article which originally appeared in 1883 in an obscure period- 
ical. The article itself is as timely and valuable as if it had been written yesterday. 
and for that reason is here republished. When it first appeared it was brought to the at- 
tention of Theodore Roosevelt, then an Assemblyman from a New York district. In his 
writings since then stress has been laid on the efficacy of publicity as a preventive.—Ep, 
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are distinctly read upon the ledger of the brain. The amount 
of the resources, when realized, often shrinks woefully from the 
initial estimate, and the liability is sometimes lessened by pro- 
test fees and the interest of deferred enjoyment. There is often a 
discount which, when set opposite the balance, so sanguinely fig- 
ured by the bookkeeper, Hope, discredits his reputation as an 
appraiser, and makes us call in that more cold-blooded adviser, 
Prudence. 

Let us apply this test to the mental operations of an em- 
bezzler. All the world is interested just now in preventing him 
from his depredations. How shall this be done? Manifestly, by 
loading the debit side of the account of his transgression and 
lessening the amount of the credit side. Let us see what are 
the items composing each side. 


Dr. TEMPTATION ACCOUNT. Cr. 





To Pain-payable, for risk of pun- |} By Cash, for the pleasure derivable 
ishment. | from the amount to be taken if 


To Cash, for risk of compulsory J} kept; 


restitution. 1 | Or, 

To Salary in prospect, for present |} By Interest, for advantages hoped 
worth of annuity forfeited in case }} for from using the money and re- 
of detection, divided by ratio of | placing it before detection. 
risk. 

To Mental Torture, for certainty of | 

. remorse and fear, and feeling of ff 
degradation. 

To Reputation, for loss of standing | 
in case of detection. 





If not quite exhaustive, this is at least a pretty full statement 
of the account—as near an approximation as most accounts 
are. But its values are subjective, and depend on the mental 
characteristics of the subject. Hence the problem is not only to 
take such steps as will actually increase the debit and diminish 
the credit, but will seem to be tempted to have those tendencies. 

All the items of the debit derive their value from the proba- 
bility of detection, except one, the fourth. This is identical with 
conscientiousness, or honor. We need not go into the religious 
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or social basis of the feeling: this is unnecessary. We all know 
that there is a feeling of wretchedness when we contemplate the 
doing of a vile deed; we have all felt it, and we know that some 
feel it more keenly than others. To strengthen this is the direct 
interest of the employer; to increase the self-respect of the man 
whom he trusts. This may be done in thousands of ways with- 
out relaxing the vigilance with which he enforces rigid ac- 
countability. The employer should think, “This man’s office is 
one of honor and responsibility ; he does for me what I ought to 
do for myself; but for him to do it faithfully is a virtue, while 
for me to do it is merely self-interest.” Both, on our theory, 
would be forms of selfishness, but the employee is entitled to 
the moral gain as an offset to the physical gain which the other 
would enjoy. 


To select a man known to be conscientious, to cultivate his 
self-respect by proper treatment, and never to require him to 
be false toward others, these are safeguards tending to secure 
fidelity. 


The remaining items of the debit are all contingent; they 
all are conditioned on the chance of detection of the criminal 
act. If the chance of detection is, say, fourteen out of a hundred, 
then each item is the product of the full penalty multiplied by the 
decimal .14. If the tempted man considers the risk as only .07, 
the value of the deterrent will be only half as much. 


It is, therefore, the interest of the employer to take all meas- 
ures to make all the constant quantities of the debit side as large 
as possible (except the one which depends on the amount of 
defalcation), and also to make the co-efficient of risk as great 
as possible. Certainty of punishment for the guilty, liberal pay 
and considerate treatment on the one hand, and, on the other, 
such protective and detective measures as will render discovery 
approximately certain. This last branch of the subject is the 
one most dwelt upon, but seldom have any principles been 
enunciated to guide it. Various traps and devices have been 
described, all having their good points, but no demonstration of 
their merits has been made. 


All methods are only approximations. Given the man with 
the money and he may take it. The only question is, how long 
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he can keep it. Your method of accountability may be so lax, 
or the difficulty of learning the facts so great, that he will possibly 
never be detected ; or the conditions may be such that it is almost 
certain he will be detected in a day. 


Appliances for detection range themselves into two classes: 
traps and systems of accountability. The former, if it fails, proves 
nothing; to make it succeed, it often needs baiting—that is to 
say, by placing temptation in the way, we make transgressors 
in order to prove them so. This plan is demoralizing to the 
human agent used as a decoy, and may readily convert him into 
an assistant to the embezzler. The most effectual traps are those 
connected with a regular system of accountability, and supply- 
ing its deficiencies. 


A system of accountability and a system of accounts are two 
different things. The latter is for information, the former for 
protection. A certain system may be most perfect as a record 
of transactions in the clearest, most logical and most useful ar- 
rangement and classification, while it may be utterly deficient as 
a system of accountability. Accountability may be defined as 


the necessity of accounting for values intrusted. To account 
for values it is not sufficient to give an account; it must be sup- 
ported by proofs. Thus, accountability is made up of the ac- 
count and the proofs or vouchers. The account is the same in 
form when kept for the purpose of enforcing accountability as 
when for information. All the personal accounts in bookkeeping 
are for a double purpose: for accountability and for record. The 
account of the subordinate whom we intrust with values must on 
the one side charge him with them, and, on the other side, dis- 
charge him an equal amount. The balance on hand is a dis- 
charge or credit, and becomes again a charge for recommencing. 
The account, however, is only an ex parte statement, and merely a 
basis for the proofs or vouchers which constitute the vital part 
of the accounting. 


How often do we see these two things confused! How often 
do we see boards and committees gravely adding up the sides 
of an account and assuming, because the bookkeeping is correct, 
that the trust has been properly accounted for; certifying as to 
accountability, when they have only examined as to accounts. 
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Frequently there is a partial examination of proofs and vouchers, 
often extending to the. whole of one side of the account, the 
other side being substantiated incompletely or not at all. 


Accountability involves, then, first, a correctly stated ac- 
count; second, the best attainable evidence of each entry, proving 
that the accounting person has done his whole duty. As a 
chain is no stronger than its weakest point, an account is not 
supported unless al/ its contents are vouched for. Accountability 
refers to the past. The period covered by the accounting is only 
tested at its close. Therefore, the longer the period between 
accountings the greater the danger of misappropriation. There is 
greater temptation because the embezzler estimates higher the 
chance of being able to replace what he has taken, and, there- 
fore, lowers his co-efficient of risk. Short settlements should be 
the rule. In the recent coupon frauds in New York, the coupon 
ledger, which formed part of the accountability, was constantly in 
arrears. The official whose duty it was to examine it was 
guilty of gross neglect of duty. 


The credit side of the account is an affirmative; I have thus 
and thus disposed of values, as shown by the evidence; the debit 
goes further, and has a negative to prove; I am chargeable with 
such values, and no others. A negative assertion being more diffi- 
cult to prove than an affirmation, the debit side has been often ex- 
empted from support by voucher, when in fact it requires a more 
elaborate form. Where the debit is affected by the direct act of 
the employer—that is, where the employer himself places in the 
hands of the agent the values with which he is chargeable—then 
the vouchers are simple and conclusive. The principal should 
hold the agent’s receipt for all such sums, and the agent should 
hold corresponding documents stating the amounts. All such 
vouchers should be in duplicate or counter parts. An example 
is furnished by the ticket agents of a railway, in their account of 
sales of tickets. The amount placed in the agents’ hands is defi- 
nite, as the tickets are furnished by the company. There is no 
question as to the amount charged the agent, and the credit side 
of his account is the one which requires the principal scrutiny. 
He must discharge himself by sales properly remitted, or by bal- 
ance on hand. But where the agent is a receiving agent—that is, 
where he receives moneys or equivalent from the public—the case 
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is the most difficult of control. If he alone is cognizant of his 
receipts, he may misrepresent or conceal them. Means must 
therefore be adopted for preventing this. 


First—To prevent understatement of receipts, a statement or 
voucher is required from the person paying in. This must be 
submitted as proof of the correctness of the debit. It corre- 
sponds with the vouchers given out by the receiving agent in the 
same transaction. 


Second.—To prevent the agent from entirely concealing items 
of receipt is more difficult. It is frequently practicable for him 
to pocket both the money and the documents relating to it, and to 
hold them back, at least for a time. The means for preventing 
this are of three kinds: accountability for the equivalent ren- 
dered; inspection by another employee; and publicity. 


These three phases may be exemplified by the following 
cases: A clerk intrusted with passage tickets to sell is com- 
pelled to charge himself correctly for cash received because there 
is a corresponding amount of tickets gone; this is what we call 
“accountability for the equivalent.” If, instead of furnishing 


tickets, another man be employed to count the number of pas- 
sengers, this is our second case. If the fare be collected by a 
conductor, who rings a bell-punch, the method of publicity is 
employed. 

_ In practice, these three methods, or two of them, are com- 
bined. We may illustrate this by the method used in the ele- 
vated railways and found very effectual. The ticket seller’s cash 
is kept in check by his accountability for the equivalent tickets. 
The gateman prevents the ticket seller passing any one without 
a ticket. The publicity of the entire proceeding makes any col- 
lusive swindle very dangerous. 


The weakness of any system which depends solely on putting 
one man to watch another was illustrated in the system at first 
adopted by these railways. There was a ticket seller, and his 
cash was correct, there being an accountability for the tickets. 
But when the ticket taker, who stood at the gateway, received the 
tickets from the passengers leaving the train no one could see 
what became of the tickets; and almost the first day “rings” 
were successfully formed for returning and reselling tickets. 
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The glass canceling-boxes introduced the element of publicity 
into the process, and effectually broke up embezzlement. 


A man employed solely to watch another is liable to become 
either sleepy or an accomplice. Routine-blindness is a disease 
which attacks all persons whose duties are confined to super- 
vision. It is only as each of the employees is compelled by his 
accountability to the principal (directly or indirectly) to check 
the other’s work that he can be relied upon to do so. 

Reciprocal accountability, or an accountability which returns 
upon itself, is of no avail in this regard. If A delivers certain 
vouchers to B to discharge himself, and B returns them, after 
examination, to A for keeping or destruction, it is a violation 
of this principle. Any oversight on B’s part is watched by A, 
and advantage taken of it. If A still has the vouchers, then 
there has really been no accounting; if he destroys them there 
can be none. 

This accountability, which doubles on its own track, is like a 
short circuit in an electric wire. It was strikingly illustrated in 
the “Controller’s office frauds,” where Carroll was debited with 
the coupons, and credited when he passed them over to the 
“puncher.” So far all right; but they should have been for- 
warded till they reached the same hands which issued them, not 
returned to the custody of the very person who could profit by 
them. 


Accountability for equivalents rendered is, where attainable, 
the most secure of these methods; next comes publicity. 


To apply the former principles, we must ask, what is the 
consideration which induces people to pay their money to our 
receiving agent? Ultimately, we must give value, and we 
should be able to measure it. The receiving agent either has 
personal custody of the valuables issued, or he merely collects 
payment for them, and the issue is made through another de- 
partment. In the latter case, there should be some kind of 
voucher or talley passing between the receiving department and 
the department which issues and accounts for the equivalent. 
This voucher is a representative of the value, and fixes the re- 
sponsibility of the receiver. 


There are many illustrations of this. The tax system of 
Detroit, recently described in these columns, involved this prin- 
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cipie. The city’s claim for taxes is the equivalent value to be 
given upon receipt of money. The value of the tax claims is 
fixed in amount being the product of assessed valuation by the 
rate. In this, however, there is possibility of fraud, of which we 
will speak hereafter. Assuming the amount of taxes to be cor- 
iect, the Controller’s accountability begins with a debit of thar 
total account. Of this amount he can only discharge himself 
by charging the Treasurer, and for every charge against the 
Treasurer there must be a voucher signed by the latter. These 
vouchers are signed by the Treasurer and are a representative 
of taxes paid. Thus the Treasurer’s debit is proved by his 
issuing, not value, but a representative of value, and he is ac- 
countable for its amount. He gets his discharge through de- 
posits, disbursements and balance. But while these representa- 
tives are in transit, so to speak, and have not yet reached the 
Controller, there may be a floating balance which the Treasurer 
can use for his own purpose. The article cited does not state 
what inducement is held out to the citizen to present his voucher 
promptly to the Controller. If there is no advantage to him 
in promptness he will hold the receipt, perhaps a long time, 
until he has occasion to sell, or, for some purpose, clear up his 
title. The proper plan to secure this would be to charge interest 
on taxes not credited off the Controller’s books by a certain day 
and allow rebate on all credited before that day, so that every 
‘day’s delay in presenting the voucher costs a day’s interest. Some 
reward must be held out to the citizen for helping to complete the 
chain of accountability. 


This feature of outstanding representatives is one often em- 
ployed for fraud. It must be combated by a special re-exam- 
ination at a distant enough date to test the truth of the alleged 
amount outstanding. A clerk intrusted with the bank account 
and the drawing of checks has often kept a shortage concealed in 
this manner. Suppose the clerk is short in his office cash $1,000. 
Then, on the last day of the month, or the day before the pass- 
book is balanced, he puts afloat, through channels where it will 
remain at least over one day, a check for $1,100, which he enters 
on the stub as only $100. Supposing all the other checks to be 
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“in,” the pass-book shows a balance of, say $13,936.73 
and the stub (falsely) 13,836.73 


which the employer compares, and accepts as satis- 

factory, the explanation that check No. —, for 

is “outstanding.” In the next settlement with the bank this 
check will be included as $1,100, and the clerk will subtract 
$1,000 from the amount of another check, which he expects will 
be outstanding. This has been continued, in some cases, for a 
long time. Even if the employer or auditor goes back to the 
original stub he must look out that the figure 1 has not been pre- 
fixed to the amount to make it agree—the footings being left 
“forced” on that page, or on a subsequent page to which the 
discrepancy has been “forwarded.” The outstanding list of any 
period should never be regarded as conclusive, but as an open 
account, to be recurred to until exhausted. 


To return to the Detroit example. It would be better if the 
Controller, instead of merely noticing and countersigning the 
voucher, should keep it and issue his own acknowledgment that 
the amount has been credited to the proper account—reciting the 
number of the Treasurer’s receipt on which the voucher is based. 
The taxpayer ought not to be the custodian of the evidence 
which decides between the Treasurer and Controller in case of 
difference. |The Controller should record or preserve these 
vouchers from the Treasurer in two arrangements: one, by the 
date of his (the Controller’s) receiving them; the other, accord- 
ing to the date and number of their issue. This is to guard 
against the misuse of the floating balance just referred to. 


If the Controller were merely an inspector or watchman over 
the Treasurer’s acts, the chain of responsibility would be far 
weaker. He would delegate this formal inspection to a subor- 
dinate, who might become a tool of the Treasurer. But if the 
Controller is subject to accountability, of which the Treasurer’s 
acts alone can relieve him, then the case is different." The two 
officers are driven by contrary interests into an opposition, not 
necessarily hostile, but preventive of collusion. 


It is not always easy to measure the value of what we have 
called the equivalent. The receipts may be earnings of a vari- 
able nature, not a fixed percentage or amount like interest or 
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rent. Publicity may be the only practicable way of obtaining 
information. 


Coming to the credit side of the account, we find two elements: 
values disposed of, and values remaining. For values disposed 
of there should always be vouchers, and frequently these are the 
only vouchers demanded. But it should never be assumed that 
a voucher for cash is conclusive. It is easy to find people who 
will be induced to sign receipts for what they have never re- 
ceived. The real vital question is, Was the consideration re- 
ceived—did we get equivalent value for the amount expended? 
It is frequently said: “His accounts were perfectly correct; he 
had a written receipt for every expenditure.” The disbursing 
agent must not only have a receipt for every expenditure, but 
this receipt must be from some one to whose advantage it is not 
to give it; some one who can establish affirmatively a credit for 
something furnished or done, which the voucher discharges. 
Hence we come back to the same conclusion as when treating of 
the debit: that accountability must always extend beyond the 
mere fact of a receipt, or a payment and search into the com- 
pensating value given or accepted. If this latter is affected 


through a different person or department, so much the better, to 
narrow down accountability, to secure inspection. and, also, pub- 
licity. 


Classification and sub-division are very important in the test- 
ing of disbursements, particularly where they result in con- 
‘sumption. There is a maximum expenditure (called, in muni- 
cipal affairs, an appropriation) in any particular department 
which ought not, under any circumstances, to be exceeded. If 
the classification is one dependent on natural laws, and the classes 
are narrow enough, an over-disbursement will cause the maxi- 
mum in some one class to be exceeded, and attention will thus 
be directed on the defective point. Here the skill of the book- 
keeper, as'an analysist and historian, is of very great assistance 
to accountability. Two instances have just come to light, in 
private and in public life, which illustrate the danger of unclassi- 
fied disbursements. The foreman of the packing room of a large 
establishment has, by over-disbursements for packing boxes alone, 
embezzled over $20,000 in three years. He had a confederate, 
who was in the packing-box business. The foreman certified to 
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bills for boxes far in excess of the number furnished. The cash- 
ier of the firm paid these bills, relying (as instructed by the 
firm) on the foreman’s certificate. The ring took $10 the first 
week, and $180 the last week, of its operations. 


We venture to say that the bookkeeping of this firm was too 
much “lumped” as to expenditures. Probably there was no 
means of disentangling the packing-box expenditures from the 
other expenses, or certainly such an erroneous over-payment for 
one purpose would have attracted attention. Vouchers, accepted 
as proof without scrutiny of the equivalent values alleged to have 
been received (namely, counting the boxes themselves, or esti- 
mating the number needed for the shipments), and unclassified 
expenditures; these violations of correct accountability and ac- 
countantship cost this firm dear. 


Our other example is from the unfortunate occurrences in 
the New York City Controller’s office. The coupon-frauds ap- 
pear as if created to exemplify every phase of defective account- 
ability. The interest falling due at different dates and on differ- 
ent debts was lumped together, and, worse still, lumped with an 
indeterminate amount of interest on debts not yet incurred. The 
interest due at each date and on each issue of bonds is an abso- 
lutely fixed quantity. Any duplicate payment must eventually 
have overdrawn some particular account, if distinct accounts 
had been kept; while it escaped notice under cover of the larger 
unclassified appropriation. 


The balance on hand is the final element in accountability. If 
all the values be disposed of, even by a transfer to another, there 
is no trouble about a balance. If the balance is examined and 
left in the hands of the agent, there is a chance that a part of it has 
been borrowed for the purpose. Transfers from one portion of 
a balance to another during the progress of an examination, 
making the same values serve twice, like a theatrical army. 


he possibility of floating a deficiency, by means of outstand- 
standing, and consequently unverified, documents, has been 
touched upon already. It is always to be kept in mind in connec- 
tion with the balance. The principles of classification and of pub- 
licity are of the same importance here as in the remaining ele~ 
ments of accountability. 


In the case we have cited, of tax collections, all security 
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against defalcation rests finally on the balance, which is com 
posed of the arrears. If there be no verification of these arrears 
or unpaid taxes, persons in the office may, for a consideration, 
mark them as paid without any money being received. And 
this has actually been done. If the statements of amounts due, 
of amounts collected, and of arrears, be classified, so that the 
totals, by wards and by blocks, of valuations, of taxes imposed, 
of collections and of arrears, can each be made to prove inde- 
pendently, then the tax-paying public possesses the materials for 
detecting the irregularity. 

We have now looked at a few of the principles of account- 
ability as applied to the prevention of embezzlement. We may 
formulate the following maxims: 

Correctness in accounts does not necessarily imply correct 
accountability. 

A supervision which does not embrace the whole of both sides 
of the account is ineffectual. 

Vouchers are necessary, but are not conclusive unless the 
giving of them costs the giver the amount. 

No man should audit or receive back his own vouchers. 

Mere supervision, without accountability, is ineffectual. 

The interests of two officers or agents must be contrary to 
make them a check upon each other. 

Publicity is the best detective. 

Payments must be tested by the value received; receipts by 
the value given. 

Frequent accountings are best. 

Classification facilitates search. Confusion covers fraud. 

Values in transit at the time of accounting must undergo a 
subsequent examination. 









The Critiés, Not the Examiners, Are at Fault. 


By Joun B. GerysBeex, LL.B., C.P.A. 


REASON FOR SECRECY. 


It seems to me that a reply is needed to the editorial remarks 
contained in the March number of THE JouRNAL oF ACCOUNT- 
ANCY, and while I am taking the time to reply to that article, I 
might as well include a reply to some of the criticisms which 
have fallen to the share of State Boards of Accountancy from 
time to time during the past year. It must be distinctly under- 
stood, however, that I am doing so as an individual, and that I 
am not speaking for the State Board of Accountancy of Colorado, 
of which I incidentally happen to be the secretary. 

The editorial remarks are manifestly unfair to the State 
Board of Accountancy of Colorado, for the reason that the editor 
has not quoted the letter of the Secretary of that Board in its 
entirety. To correct this I will first quote the entire letter: 

“We regret to inform you that this Board believes that the 
publication of examination questions has done more harm than 
good to the profession of Accountancy, and, therefore, it has 
made a rule not to publish its questions, and not to permit the 
candidates to take the questions with them. 

“There have now been enough questions published to cover 
the field pretty thoroughly and the State Boards of Accountancy 
have recently been so severely and unjustly criticised that we be- 
lieve some definite step should be taken by all the Boards to 
prevent this. It is very easy for those standing on the shore to 
advise the captain what to do to save the ship. You will there- 
fore pardon us for not complying with your request.” 

The words in italics are the most important part of the let- 
ter, and they have been omitted by the editor when quoting our 
letter. The omissions by the editor state very plainly the reason 
for the action of the Board. They are, first the unjust criticisms, 
and second, the fact that the publication of the C. P. A. questions 
have covered the field pretty thoroughly, whereas, the editor in 
his article, blames it on the fact that we are “unduly sensitive 
with regard to criticism.” We appreciate just criticism, but we 
resent unjust and ridiculous criticism, and that is the kind which 
has been coming in the direction of the State Boards for the last 
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year or more. Very few voices were raised in the defense of the 
State Boards, and it appeared from the general tone in all the 
articles which were published that there was no way out but to 
blame the State Boards, and contend that the examiners are at 
fault. The critics had it all their own way’in THE JoURNAL 
or ACCOUNTANCY, from which it might appear that there was no 
defense. In main I have already stated the defense of the exam- 
iners, and the fact that the editorial writer omitted the all im- 
portant reasons for secrecy indicates to me that these reasons are 
very strong and very reasonable. If they could easily have been 
explained away he would have quoted them. 


(QUALIFICATIONS OF THE CRITICS. 


The critics thus far have, by their criticism, shown fully that 
they are entirely too one-sided, too inexperienced and too unfair. 
The majority of them have plainly shown that they are no more 
competent than the examiners themselves or even that they are 
considerably less competent, and therefore ought not to enter 
the field of criticising. Critics, above all, must know their sub- 
ject thoroughly or they will be criticising wrongly. Those who 
are not par excellence and at once capable practitioners, readers 
and scholars, experienced teachers and cunning detectives, have 
no right to sit in judgment of any C. P. A. examiner. 

If critics are not capable and experienced practitioners in the 
_highly specialized profession of accountancy they should not at- 
tempt a risk on the slippery ice of criticism, for they will hurt 
the profession more than benefit it. It is not difficult to point 
out from the criticisms that some of the critics are entirely incap- 
able of doing such work. The answers given to some of the 


C. P. A. questions would surely have placed the critics among 
those failing, had they attempted to give such answers before 
the State Board of Accountancy of Colorado. Some of these 
answers are on a par or even worse than Keister’s definition of 
“watered stock.” 


As to being readers and scholars, critics should have the sub- 
ject at their fingers’ tips. Only reading and studying will give 
them the book knowledge and the variety of manners in which 
a question may be put, read, understood and answered. Thus 
far criticisms of C. P. A. questions have been entirely too one- 
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sided and on a theory that there is but one answer possible to 
each question. Such critics had better peep into the law courts 
or help to try “an easy case.” Maybe they will learn that there 
are always two sides to a medal. 

Experienced teachers the critics certainly must be; else, how 
can they judge the examiners’ aim which they may have in view 
when giving a comparatively easy or common question. How 
else can they know the teacher’s art of drawing from the student 
or the candidate the real facts as to his knowledge and learning? 
To judge human nature, the depth of thought and the foundation 
upon which an utterance rests, is the teacher’s science and art. 

Cunning detectives those angel critics should be. For, as 
the examiners, so should they be able to weigh the question as 
to its value in the direction of detecting whether the candidate 
is honest or tries to run the bluff. Too much book knowledge 
and cramming are the cunning devils which the C. P. A. exam- 
iners have to face and defeat. These are by far the worst 
enemies from which we need protection. It can only be obtained 
by the suppression of the questions propounded. Self protection, 
love for the profession, and a desire to raise its standard, prompts 
us to the secrecy objected to. By mere reading of books and 
cramming in known questions no knowledge can be gained which 
is real, nor does such work supply a basis or a foundation 
on which to build by experience alone a creditable profession. 
I have gone through a university myself, have crammed and far 
more often have tutored classmates by the cramming system to 
the extent that they have far surpassed me in the final examina- 
tion. But I have learned to rue these victories, and as long as 
I have the power to fight I will oppose such methods as being 
detrimental to both the student and the profession. Above all, 
a young profession like ours cannot afford it. In older pro- 
fessions, like that of law and medicine, the public has long since 
learned how to test the professional man as to his qualifications ; 
but not so with our profession, as it is comparatively unknown, 
self-constituted and self-protected. It is in a measure forced 
upon the public through the latter’s own inherent weakness of 
purpose, which is bound to produce failure, and through its own 
fault by embarking on enterprises it knows little or nothing about. 
Therefore, when the profession is needed, it is always needed 
when there is no time for investigation or tests, and at a time 
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when the client is making a heroic effort to swallow his pride and 
confess his errors. A most critical time, you will admit, as far 
as the reputation or the building up of the profession is con- 
cerned, for the client to be fooled by ignorant men and bluffers. 

The four qualifications above described and enumerated are 
those which an examiner must possess and exercise, and there- 
fore, the critic should also possess them. If not in a superior 
degree, then at least on an equality. 


How Ir HarMs THE PROFESSION. 


The criticism such as has been going on in THE JOURNAL OF 
AccouNTANCy for the past year has hurt the profession im- 
mensely. Men outside of the profession get hold of it. Sen- 
sational yellow papers use it, as they are always eager to get 
unfair critics to say something. Even eminent men, such as 
Mr. Cannon, are swayed by the attractive power and language of 
unfair criticism. It has harmed the student and the prospective 
or actual candidate more than can be expressed. Only the 
examiners can feel and know this, for their private conferences 
with the failing candidates tell the story. The unsuccessful can- 
didate will come to us and criticise our questions, our mode of 
marking, in short, criticise everything, including our character 
and honesty of purpose. In defense of his position he will say 
that critic so and so agrees with him; that editor so and so says 
so and so; that the State Board of Accountancy of X State does 
this and that; that Professor A of such and such a school in his 
lectures said this about the examiners, and numerous similar 
remarks. Therefore, the unsuccessful candidate honestly ex- 
presses as his opinion that we ought to do our duty as those he 
has mentioned told him it should be done. That if we do so, we 
must pass the candidate from the unsuccessful class to the suc- 
cessful one. Can you blame him for his erroneous views? As 
the older sing, so pipe the young. All this nonsense is origi- 
nated, advertised, promulgated and imbued by and through the 
unreasonableness and inadvertedness of the unknowing critic. 
The unsuccessful candidate has found in him a succor to his pent- 
up feelings of disappointment, and he will go forward in the 
world expounding his opinions and proving them by THE Jour- 
NAL OF ACCOUNTANCY, and other famous critics. Here is where 
the ignorant man puts in his licks, and here is where the critics are 
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at fault. Here is where the public gets the wrong opinion of the 
profession and here is where the profession is harmed. 


SHOW THE CANDIDATE THE FACTS. 


Why make the examiners the scapegoat instead of teaching 
the candidate and the public that the “powers that be” selected to 
the best of their ability the men in their opinion best suited for 
the extremely difficult position of C. P. A. examiner? Say to 
them through the medium of their printed journals that the ques- 
tion of ability, qualifications and knowledge is now in the hands 
of those appointees and that justice will be done by them. That 
a black sheep may walk, perhaps, among these appointees, but 
that human events have proven that where a body vested with 
powers consists of three or more members, the black sheep 
usually cannot have or maintain the prevailing thought, and that 
judgments pronounced by such a body are manifestly just, for 
they are based on the principles of our jury system. It is the 
nearest perfect method of arriving at complete justice in regard 
to existing facts which has thus far been invented by human 
civilization. 

It is an undeniable fact that the critics cannot, do not, and 
have not produced candidates who can pass the examinations, in 
spite of the criticism and the widely published questions. The 
records of the State Boards prove this. Why, then, look for the 
faults in the examiner instead of in the candidate? 


DIFFICULTIES TO OVERCOME. 


A further indisputable fact is that the accountancy profes- 
sion must be recruited mainly from the ranks of the bookkeep- 
ers. We further know that a bookkeeper, above all other men, 
most often and altogether too soon imagines that he is an expert 
accountant, by virtue of his having been in the work a number of 
* years, or by virtue of the fact that he has been dismissed for in- 
competency so often that during his business life he has kept a 
large number of sets of books. The next thing we hear of 
him is that he is trying the C. P. A. examination. Usually he 
will try without even the slightest preparation. We do not 
blame him for trying, and it certainly ought to be worth $25 to 
him to find out whether he has sufficient knowledge and ability or 
not. If he has it, he obtains the degree; if he has it not, he 
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knows that he is either not mapped out to follow that profession 
and will change his tactics, or that he has not acquired sufficient 
knowledge to excel even as a bookkeeper. 

With clerks in banks the condition is still worse. They do 
not know, and most of them will never know, the principles of 
mercantile bookkeeping. Yet they are experts by virtue of 
rewards granted them by higher bank officials in placing them to 
inspect books of concerns over which the bank dominates through 
the indefeasible power of excessive loans. 

The high tension of deceit of the bookkeeper is the great ob- 
stacle at the present time which blocks the way of the raising of 
the professional standing of bookkeepers and accountants. We 
cannot blame him altogether. Human mind is trained by copy- 
ing the methods and works of others. The prospective candidate 
studies the questions and the one-sided and defective answers 
published, and crams them into his brain. The result is, 
when a similar question is put to him at the C. P. A. examina- 
tion he will recognize the similarity of a part of it, reproduce the 
one-sided, defective and crammed answer which the accommodat- 
ing critic furnished, and go away from the examination fully 
satisfied that he “nailed it.” Disappointment is the result. He 
will demand the Board to hear his arguments. He will bring 
the critic’s works and other books to substantiate the correctness 
of his answer. He has not even had the capability of discerning 
that the two questions were not alike. If, however, the prospec- 
tive candidate is forced through study and long study, through 
some actual experience and through comparison of the products 
of the best writers, through lectures, through arguments and 
similar methods of education to find the answers to these ques- 
tions for himself without the aid of some one angel critic, he will 
then learn the distinction between the question he saw before and 
the question he has now before him. He will learn to discrim- 
inate. My long experience in giving examinations and examin- 
ing candidates’ papers has taught me that 99% of the candidates 
actually cannot read. They do not know what the question 
means. They do not read the question; they read the first part 
or maybe the last part, or the middle part, find it is similar to 
something they remember, and down goes the answer, and it 
takes some hard knocking for the unsuccessful candidates to 
realize that they were wrong. 
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Why this anxiety for knowing what the examiner has asked 
in the past or is going to ask in the future? It can only be 
because the candidates and the critics do not know themselves. 
If they knew their subject they would know all the examiner 
possibly could ask. Whether they are sound questions or foolish 
questions, catch questions or fair questions, long questions or 
short questions, easy questions or difficult questions, he would 
know what there is to the subject, and most of what could be 
asked he could answer. The publication of C. P. A. questions is, © 
to my mind, a “get knowledge quick” scheme, which naturally 
has as many followers, and as many disappointing failures as the 
well-known “get rich quick” schemes. Human incompetence and 
laziness is like water. It follows the road of least resistance; al- 
ways down hill, and always crooked. 


Tests OTHER THAN QUESTIONS. 


Did it ever occur to the critic that a correct answer is not 
necessary in judging the candidate’s ability? 

Did it ever occur to the critic that a long question with) a 
time limit is not put with the expectancy that the candidate 
will answer it in its entirety, or get through within the limit? 
A few lines will soon tell whether the candidate knows the sub- 
ject and knows what he is -writing or talking about. 

Did it ever occur to the critic that even the scratch paper is as 
good an index to the qualifications, knowledge and ability of the 
candidate as the carefully prepared answers, and why is it that 
every sheet is counted out to the candidate, so that the examiner 
can be positive that all the scratch papers have been turned in? 
Does he think we are hard up for waste paper to sell at one cent 
a pound to the jobbers? 

Did it ever occur to the critic that 90% of the candidates for 
any kind of an examination can be correctly graded before 
the papers are minutely inspected, read and systematically graded ? 

Did it ever occur to the critic that experience has taught the 
examiner that different systems of grading bring always the 
same result in the end, for the reason that justice is justice, and 
that knowledge is knowledge, and that knowing a thing is 
knowing it? The candidate knows his subject or does not know 
it. No artificial method of grading or cramming can pump 
knowledge into his head. 


103 














The Journal of Accountancy. 


Did it ever occur to the critic that no matter how accurately, 
quickly, completely and perfectly the candidate can answer his 
questions, and does answer his questions, that he still may be 
utterly incompetent to qualify under the law as a Certified Public 
Accountant, leaving bars prescribed by the law entirely out of 
the question? 

Did it ever occur to the critic that the propounding of exam- 
ination questions are the least part of the test as to whether the 
candidate should receive a C. P. A. certificate or not? 


THE REMEDY. 


If it is worth while to have C. P. A. laws, let us have C. P. A. 
laws which are worth while. When aiming at this we must 
forget the fact that no law could be passed without the waiver 
clause, and we must forget the bad effects the waiver clause has 
produced; that is a matter of the past. The prospective candi- 
date has no claim or interest in the past. Examinations are 
taken for the purpose of building the profession for the future. 
Let us do that part by upholding decisions of those who are 
chosen, and not by depreciating their actions, work and service, 
through ignorance, jealousy, or other motive. We must pre- 
sume, until proven to the contrary, that the results are reached 
to the best of the ability of the examiners. Let us note the 
result of the examiners’ work, not after one, two or three years, 
but after twenty, thirty or forty years, before supporting the 
howling kick that has gone up from the journalistically favored 
critic. The failing candidate was tried before a jury of his 
peers. To criticise the verdict of a jury is contempt of the low- 
est kind, which does no more good to the victim than the 
assertion of a condemned man on the gallows that the judge 
and jury committed the crime for which he is about to pay the 
penalty. 

Let us quit kicking the examiner, let us strike at the real 
evil. Let us only permit critics who have a right to be such. 
Let the critic before undertaking his damaging work stand in 
the examiner’s shoes. Do not permit a critic to criticise, unless 
he has heretofore been a capable and experienced examiner. Let 
us not permit the publication of any more questions for the reason 
that the field has been thoroughly covered. Let no answers 
to these questions be published unless they have been submitted 
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and criticised in turn by a number of the best known and the 
most experienced practitioners. 


PRovipE EDUCATIONAL FACILITIES. 


And last, and by no means least, let us lay a foundation 
which will enable prospective candidates to obtain the knowl- 
edge which is needed in order to carry on a successful and 
commendable career in our new profession. Let us give to the 
prospective candidate facilities for educating himself. Let us 
support the schools of commerce, accounts and finance, or similar 
schools, to the utmost of our ability, financially as well as by 
devoting our time to it. Let us support financially and other- 
wise, libraries connected with these schools, where we can find 
not only one book of a kind, but a number of the same kind, so 
that a number of students may be accommodated at the same 
time. Schools and libraries are in existence, but they are not 
supported sufficiently by the practicing C. P. A. 


In conclusion let me ask what is the matter with our practic- 
ing C. P. A.? Why do we find only two or three C. P. A.’s on 
the faculties of the schools mentioned? Why must the Deans of 
these schools recruit the knowledge and experience which shall 
mold the brain of the future C. P. A. from among ranks outside 
of the C. P. A.? What is the matter with the C. P. A. anyhow? 
Why does he take such little interest? Is it because he is 
ashamed? Is it because he is afraid? Is it because he does not 
know? Is he blind to his own interest and to his own future? 
Does he not see that it is impossible for the C. P. A. profession 
to survive unless he provides the means of educating the young, 
as every other profession has done and is doing to-day? What 
is the matter with the practicing C. P. A. in this direction? 
His answer usually is that either his health will not permit it or 
that he has no time. His health is usually sufficient for him to 
devote to his work an ungodly number of hours per day, and to 
reap the benefits from such unnecessary work by collecting good 
incomes. Thus we successfully defeat the plea of bad health. 
His other excuse is that he has no time. “No time” counts for 
nothing when self-preservation is at stake, because when the 
limit is run time will be at a discount and will fall heavily. 


What IS the matter with the C. P. A. anyhow? 
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New York City’s Revision of Accounts and 
Methods. 


By Harotp D. Force. 


II. Leading Features and Installation. 


(b) PLACING OF ALL ACCOUNTS UPON THE IN- 
COME AND EXPENDITURE BASIS, AND ABOL- 
ISHMENT OF THE “CASH SYSTEM.” 


In considering the technical features involved in the above 
proposition, embracing as it does a reorganization of the entire 
system of city income, expenditure, and property accounts, it 
would be of interest to refer briefly to old methods. The old 
way was naturally the easiest and shortest, i. e., the simple cash 
basis, a record of transactions of expenditure only when ready 
for payment, and of income only when actually received. When 
payments did take place, and were recorded, the charges being 
merely against the appropriation or fund provided for the cost 
and maintenance of the various departments and purposes of city 
government, there would be left no record of properties owned, 
nor accounts to show the costs, or classes of expense. Out of ac- 
count altogether would also be for most city departments the full 
asset of income accrued, and of liabilities incurred but unpaid at 
the close of fiscal periods. The great concern seemed to be, what 
unexpended balances have we in the Budget, or Bond Fund? The 
latter question will always be, for city accounting offices, of prime 
importance and concern, but its regulation is only one feature of 
any up-to-date accounting system. 

The various New York City “departments” and county offices, 
of which there are one hundred or more, constitute, for account- 
ing purposes, branch offices of the Department of Finance, or 
Comptroller’s office. It has been one of the many functions of 
the Expert Accounting Bureau to dispel from the minds of 
many of the departmental employees the old idea that book 
accounts are chargeable only when an invoice and voucher 
representing an expenditure are ready for actual transmittal 
to the Department of Finance for payment, and that the 
only function of the latter is that of “paymaster.” The preva- 
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lence of this idea in the past, among others, and lack of central 
control of accounts has been responsible, in poorly managed de- 
partments, for many evils of accounting administration. Mil- 
lions of dollars’ worth of claims against the city could be held for 
many months without the Department of Finance, which pays 
them, being aware of their existence until long past due, and other 
liabilities would stand for years unrecorded. Such conditions, 
however, should clear away under the plan adopted for the re- 
vision of accounts and methods and by placing all accounting 
branches of the city upon a uniform income and expenditure 
basis, and centralizing the control in the office of the Comptroller. 

In as much as expenditures are far in excess of income, and 
in more immediate need of check and regulation, and the press- 
ing question of debt limit being primarily a correct computation 
and complete record of city liabilities, either funded or in claims, 
which in themselves are the result of expenditures, this branch of 
the accounting system has been installed first, and will be the 
subject of description in these articles. Cash has always been 
more systematized, and is not considered here. 

In the daily conduct of the city’s expenditures, as in general, 
the first stage is the creation of obligations, or liabilities, to fully 
record which, from the date of their origin, all the necessary 
books of the new system of expenditure accounting are carefully 
planned. The issuing of an order to purchase materials or supplies, 
the entering into a contract, or the incurring of miscellaneous 
claims, as in the acquisition of real estate or other properties, are 
all as important and just as much the subject for immediate rec- 
ord, to show these accruing liabilities in advance of their becom- 
ing due and being liquidated, as is the setting apart of the annual 
budget allowance for salaries and wages. 

The present system insists upon the issuance of some original 
document in advance of expenditure, for all classes of transac- 
tions except pay rolls. Transactions are classified into four main 
divisions, namely, “Open Market Orders,” “Contracts,” “Miscel- 
laneous Claims,” and “Pay Rolls.” Open market orders are used 
whenever it is practicable to issue an order to incur an expendi- 
ture not on account of a contract. A definite or estimated cost 
is determined at time of issuing the order and must be placed on 
the order form, which will serve as a basis for the verification of 
the invoice when received. 
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As to original document forms, there has been installed a 
universal form of order, consisting of five copies, made up at 
one writing, by means of carbon sheets. (1) The original is sent 
to the vendor or contractor, to be returned by him with delivery 
of goods. (2) Another copy is retained by the vendor or con- 
tractor (and for his use in collecting his account when due). (3) 
The Central Office Copy or Record is used as a posting medium 
to ledgers, and, attached with invoices, or claims and requisi- 
tions, becomes the office voucher. (4) Advice to Receiver of 
Goods is used and filed by storekeepers. (5) Advice to the 
Division of Inspection, Department of Finance, which is sent to 
this bureau, on day of issue of order, there to be filed and used 
as a basis for inspection, when notice of delivery of goods is 
received by the latter. 

The Central Office Copy of the order is here reproduced (Fig. 
1). The wording on the other four copies varies according to 
the purposes for which they are used, and simultaneously with 
the others, these copies represent the start of all order transac- 
tions, which may be either for open market order purchases, and 
so marked, or issued in the completing of contracts. 


CENTRAL OFFICE RECORD 

















ee eee Se Se ORDER 
MESSRS. J, SMITH aah No.1 

Please furnish and deliver to. === Emgineer DaTE_ its 

APPROPRIATION OR FUND TO BE CHARGED CONTRACT 
Corporate Stock FunpD Reg. No. 

LINE NO. | QUANTITY | UNIT! DESCRIPTION | PRICE poy ADJ. AMT. 

I 450 Gals. Oil .50 $225.00 

Fic. 1 


Registry of the order upon a book of original entry or Reg- 
ister of Orders is the next step. This book is used by all de- 
partments of the city, where an order for the conduct of any of its 
business can be used. The objects attained are fully shown 
by the accompanying form (Fig. 2). In addition to pro- 
viding an itemized record of this class of transactions, at esti- 
mated or actual costs, in chronological order and sequence of 
numbering for the year, every order can be traced to the requisi- 
tion upon which it is based, the voucher liquidating it, the item- 
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ized charge to its particular fund account, and inspectors’ return 
relating to each. The monthly totaling of this book provides the 
means of ascertaining the total of this class of accumulating liabil- 
ities or encumbrances against the several classes of funds provided 
through the Comptroller’s office by the budget, or by bond and 
corporate stock issues. These totals will be carried by journal 
entry to the general ledger accounts of the departmental books, as 
well as reported to the Department of Finance. To pursue a com- 
plete double entry system a general ledger account of Open Mar- 
ket Orders is debited, and Open Market Order Reserve (for each 
kind of fund which a department may have, i. e., appropriation, 
special revenue bond or corporate stock fund) (according to 
which fund is encumbered) is credited. The Open Market 
Orders account also provides control for a Claimant’s Ledger, 
while the reserve account represents the particular appropriation 
or fund encumbrance, as well as the outstanding liability of the 
department for which invoices have not yet been rendered. The 
appropriation and fund accounts of departments represent the 
credit or “drawing accounts” given them by the central office, or 
Department of Finance, which alone handles all disbursement 
cash and pays all bills and claims of every city and county depart- 
ment whose expenses are payable by the Comptroller. 

The Contract Register and Ledger is a loose-leaf book, of 
equal importance as a book of original and final entry. 
Registry of the contract and posting to the ledger is made direct 
from the contract itself. The accounting date will be that of filing 
in the Department of Finance, the latter notifying the depart- 
ments of the confirmation of the award. This provides for a 
periodical agreement of control accounts (departments with 
comptroller’s office). Contract transactions are similar to open 
market purchases so far as estimating in advance approximately 
or definitely as to the cost, and may be used for purchases, ser- 
vice, or work to be performed, but are generally of greater 
amount than open market orders, and required by law 
to be used for all sums in excess of $1,000. They are distin- 
guished particularly by being advertised, bids received and award 
of contract made, reported to and certified by the Comptroller, 
being numbered, filed, and also recorded in the Department of 
Finance on contract registers and posted to contract ledgers. The 
accompanying form of departmental Contract Register and 
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Ledger (Fig. 3) will exhibit, besides the main features of the 
contracts as above described, a complete record and history of the 
transactions. All contracts are serially numbered, and under 
“Accounts Chargeable” will be stated the appropriation or 
fund account affected, and the amount chargeable to each 
(as required by law), in the “total” columns. The articles 
to be delivered or services to be performed in completion of the 
contract are fully accounted for, in kind, measure of, quantity 
ordered and received, these particulars being recorded upon the 
opposite loose-leaf page (Fig. 3A). Similar to the Register of 
Orders for open market transactions, rulings are provided for 
the posting of the orders issued against the contract at estimated 
cost. This book, however, being used as a subsidiary ledger of 
individual contractors and contracts, shows the orders issued 
against each contract, while the order register provides the total 
of all contract orders issued, to form the control. 

To illustrate more clearly the use of the other columns of this 
book it is necessary to show the procedure for the controlling 
accounts of contracts. A summary of all contracts registered in 
the month under the proper accounting dates is made for the Gen- 
eral Journal from this Contract Register and Ledger. This total 
provides the general ledger entry by debiting Contracts and cred- 
iting Contract Reserve (separate accounts for Appropriations, 
Special Revenue Bond Funds, Corporate Stock Funds, etc.). 
These Reserve accounts are the second class of fund encum- 
brances, or estimated liabilities. The “Contract Orders” column 
totals of the order register (Fig. 2) are credited to “Contracts,” 
and debited to “Contract Orders” by journal entry), thus leaving 
in the former account only the balance of contracts entered into 
which have not been specified for delivery. The form (Fig. 3) 
shows the amount ($2,400) transferred. The record of Open 
Market Order transactions starts with the order, while contracts 
start with the contract itself and orders follow them. This leaves 
the general ledger account “Contracts” to represent the sum of 
those balances of the Contract Register-Ledger, which are ob- 
tained by the addition of totals charged for all contracts in the 
“total” columns, less the orders issued against them, or, in Fig. 
3, the amount of $21,600. 

As to the columns headed “Vouchers,” and “Orders liqui- 
dated,” it will be seen that they also segregate according to each 
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contract the means of ascertaining the contract orders unliqui- 
dated for each, being the difference between the orders issued and 
“orders liquidated” totals; a general voucher register (to be de- 
scribed) having recorded all contract vouchers issued for liquida- 
tion of contract orders, the voucher items being posted to the con- 
tract register. 


We have thus far described the creation of the most common 
“reserve” or liability accounts, i. e., those for open market orders 
and for contracts. Another most important reserve must 
be created to provide for miscellaneous claims which may 
amount to millions of dollars in certain city departments. They 
are generally those for which no orders can be issued, or contracts 
recorded in the usual manner, such as for acquired properties, etc. 
All transactions not coming strictly under the classes described 
are “Miscellaneous Claims,” but do not require a register for 
record, as the general journal of the particular department is used 
for this purpose, Miscellaneous Claims Reserves being credited 
for each of the four kinds of funds chargeable. 

The book which follows in the natural order of the conduct 
of business is a Register of Invoices. Receivers of goods, in the 
large departments, receive the invoices which come in fulfillment 
of orders issued and of contracts awarded. The receivers of 
goods, generally storekeepers or “property clerks,” transmit 
the original order which accompanies the invoices, and all of the 
latter but one copy, to the central office, as soon as goods have 
been received and checked as to quantity and quality. Vendors 
are required to send invoices in quadruplicate with goods to re- 
ceivers, or the goods will not be received. From the central office 
one copy of the invoice is immediately forwarded to the Division 
.of Inspection, Department of Finance, to be used in connection 
with the copy of the order previously sent, as a basis for the 
inspection of the goods. This leaves for the Storekeeper, Cen- 
tral Office and Comptroller copies of all invoices of goods pur- 
chased. 


An important function of the Register of Invoices lies in the 
regulation requiring prompt registry of all invoices and claims 
coming into the Central Office. An exact carbon copy of each 
page of this register on a “Schedule of Invoices,” being promptly 
forwarded to the Department of Finance, gives the Comptroller 
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full information, and establishes the first steps toward the control 
of prompt payment to vendors and claimants. 


After each month’s invoices are registered, this book is closed, 
the totals journalized and posted to the general ledger. Classifica- 
tion of expenditures in the months they occur is readily obtained, 
as delivery dates are the accounting dates of entry, being stated on 
all invoices. “Memorandum Invoices” of partially delivered 
orders being received monthly in the central office from store- 
keepers (or receivers of goods), there can be no excuse for delay 
in closing and totaling for general ledger and for reporting to the 
Department of Finance, as formerly, when months might elapse 
before the entry of invoices for partial deliveries. 


The accompanying form (Fig. 4) illustrates the leading ac- 
counting features of the Register of Invoices. A system of serial 
numbering and reference to all relating documents is provided for, 


Control over the expenditure accounts of General Expenses, 
Stores (operation and maintenance control), Property, and Con- 
struction accounts of city departments are built up from the 
monthly totals of this book. These accounts are debited with the 
totals of the several columns of this register and “Invoices Pay- 
able” credited monthly. The balance of the latter account, being 
charged with vouchers transmitted to the Department of Finance, 
represents the total invoices held in the department unvouchered 
for payment. This is important information for the Comptroller’s 
office for administrative control. 


The Register of Vouchers is the liquidating book of the 
various departments, and must be used by large and small 
departments alike. | Where small departments cannot use the 
other books of record, owing to their infrequent transactions, yet 
some record of vouchers must be made, as all departments draw 
on the Department of Finance for their funds. If these docu- 
ments do not come in to the latter properly made out upon forms 
prescribed and indicating by a serial number that they have been 
recorded, they will be refused. 


It is in the large accounting departments that administrative 
excellence is tested in the process and facility with which the 
original documents of orders, invoices and claims are handled, 
prepared for and reach the “voucher” stage, and finally go 
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through the register to be transmitted, with schedules, to the 
Department of Finance for payment. It has always been one 
of the serious problems of the departments so to systematize that 
this work shall always be “up to date.” 


At the first arrival in the central office of invoices and orders, 
and after examination of them for proper form, signatures of re- 
ceivers of goods, etc., originals are attached to original orders, 
duplicates to the “Central Office Record” of the order, and serial 
numbering and entry on this Register takes place; thence to 
the auditor for examination as to extensions, calculations and 
prices. After separation by voucher clerks into classes (con- 
tracts, miscellaneous claims and open market orders) payment 
vouchers in duplicate are prepared. The original vouchers are 
then approved and signed by the proper officials and entered in 
the Register of Vouchers and scheduled to the Department of 
Finance. The duplicates are retained in the office for direct 
posting to ledgers (contracts, claimants’, appropriation, bond 
fund, and expense or cost ledgers), the documents being then 
correct in all particulars. What adjustments take place through 
departmental audit are noted in proper columns on the register 
(Fig. 5) from entry of originals and will not affect posting 
entries. 


The transmitting date provides a reconciling or balancing date 
for the registers for these documents in the Department of 
Finance, where the clerks will not then be required to hold their 
books open at the close of monthly periods for vouchers already 
prepared and dated in the various departments, but which have 
been delayed in transmittal. 


To further facilitate office work, for accuracy of handling, 
entering, and posting, and in reducing the liability of error 
through confusing classes of transactions, a different color is used 
for payment vouchers for each of the four classes. Separate series 
of consecutive numbers for the year also distinguish each class of 
vouchers and schedules. To designate the appropriations and 
funds out of which they are payable, the letters “A” for Appro- 
priations, “B” for Special Revenue Bond Funds, “C” for Cor- 
porate Stock Funds, and “D” for Special and Trust Funds are 
placed in large type upon all vouchers. It is a coincidence only 
that there are four classes of accounts to draw upon as well as 
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four classes of “vouchers,” and it is in this distinction as in many 
others that the new system marks improvement over the old. 
( Fig. 6). 





PAYMENT VOUCHER 
CONTRACT 
To J. SMITH 


THE City oF New York, Dr., 
Dept. DaTE, JANUARY I0, 1909 


INVOICE | accounNT | 


CONTRACT 
| TITLES OF ACCOUNTS AND PARTICULARS| ITEMS | TOTALS 


} 
NO. | NO. NO. 
| 


C.D. D.1 ‘Corporate Stock Fund for Erection of | 
New Buildings 











DEPARTMENTAL CERTIFICATES 


Rec'd from HERMAN A. Metz, Comptroller Warrant No.__ 











Fic. 6 

igure 6 shows the form of a voucher drawn for a contract 
transaction to be paid out of a Corporate Stock Fund standing 
to the credit of the department and the particulars required to 
be stated thereon each time a voucher is transmitted. Consecutive 
numbering, correct dating, and the numbers of orders and con- 
tracts and invoices, exact number and titles of budget and fund 
accounts charged, must all be strictly adhered to, or claims will 
not be paid. 

These requirements are explained in detail because of their 
importance for correct accounting, because they were formerly 
not insisted upon, and confusion, incompleteness of record, miss- 
ing documents, impossibility of tracing them, and even no filing, 
were the conditions in some departments. Tracing of every 
transaction is now fully provided for by each book of original 
entry, which shows name of claimant, and number of each part 
of the document composing the finished voucher. 

The form shown (Fig. 5) will illustrate the objects of the 
Register of Vouchers. Each class of “funds” is charged from 
its proper column in monthly totals to general ledger accounts 
for control. There must have been set up, however, controlling 
accounts for appropriations allotted from the budget at beginning 
of the year, an account “Budget Allowance” being debited, and 
“Appropriations” credited; and for other funds, the accounts 
“Special Revenue Bonds Authorized” or “Corporate Stock 
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Authorized” being debited, and accounts “Reserve for Special 
Revenue Bonds Authorized” or “Reserve for Corporate Stock 
Authorized” credited. Upon notice of the sale of bonds and stock 
or transfers by the Department of Finance, entries are made 
transferring to the actual “drawing account” the amounts avail- 
able, and reducing the authorization account by these amounts; 
for instance, for a Corporate Stock issue, debiting “Reserve for 
Corporate Stock Authorized” and crediting “Corporate Stock 
Authorized,” at the same time debiting “Corporate Stock Funds” 
and crediting “Corporate Stock Fund Reserve,” the latter repre- 
senting the “drawing account.” The liquidating or voucher 
charges against these occur with the monthly closing of the Reg- 
ister of Vouchers, i. e., the first column of the register is debited 
to “Appropriations” and credited to “Budget Allowance ;” similar 
entries are made from the other three fund columns. These gen- 
eral ledger accounts then represent the control for all unexpended 
balances of appropriation and fund accounts. 

As every voucher entered and transmitted must liquidate one 
or more invoices or claims, there are columns provided to show 
this liquidation, by numbers, dates and items. Adjustments found 
necessary from departmental audit of invoices are indicated oppo- 
site each item, as vouchers are entered, thus also providing a 
clear record of changes made and total adjustments, monthly, to 
be debited and credited to the general ledger controlling accounts 
affected. The general ledger controlling account of invoices and 
claims, being credited under the title of Invoices Payable from 
the invoice register, as mentioned, is charged from the voucher 
register in the liquidation of same, and “Vouchers Payable” (A, 
B, C and D) credited, the amounts being taken from the totals 
of the several fund account columns. 

There must further be the liquidating of reserves or liability 
items and accounts of the several classes of transactions,—open 
market orders, contracts, and miscellaneous claims. For this the 
register is divided into sections for entry of vouchers of each class 
separately, or separate books for each class may be used, if sev- 
eral clerks are assigned to the work, or one book may be used for 
pay rolls only. The form shows the section of the book in which 
are entered vouchers for payments on account of contracts. The 
month’s totals of the “Orders Liquidated” are charged against 
this class of reserve accounts, “Contract Reserve” (a separate ac- 
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count for each kind of fund, A, B, C, D) being debited and Con- 
tract Orders credited. A similar procedure is followed with re- 
spect to Open Market Orders and Miscellaneous Claims. These 
accounts then stand for the unliquidated and undetermined liabil- 
ities of the departments (at estimated or exact amounts). 

lor saving time in scheduling vouchers to be transmitted, the 
same method is used in preparing the Schedule of Vouchers as 
for the Schedule of Invoices, i. e., the register and schedule are 
made at one writing by a carbon sheet, the schedule being a dupli- 
cate, in size and ruling, of the register pages. The “Adjustment 
to Voucher” column then serves as a report to the Department of 
Finance to adjust controlling accounts there. 

All sets of departmental controlling accounts above described, 
i. e., those for authorizations and for unexpended balances of all 
appropriation and fund accounts, and for unliquidated liabilities 
or reserves, will be built up and be verified by itemized accounting 
of the same in the important subsidiary ledgers for appropria- 
tions, and for bond funds and corporate stock (Fig. 7). There 
are three separate sets of these in operation at the present time, 
one for budget accounts or appropriations, one exclusively for 
salaries and wages drawn on appropriations, the other for all other 
classes of funds. The columns show these ledgers to require 
an itemized record and posting of all three classes of reserve ac- 
counts, and of all four classes of liquidating vouchers, with names 
of all claimants, thus exhibiting on each page, against each fund 
account, the history of the transactions shown. 

Posting to the subsidiary ledger from the original documents 
insures absolute accuracy of controlling accounts, the latter having 
the monthly totals from the registers, which must in turn balance 
with the postings in the subsidiary ledgers. For example the 
Open Market Order Reserve shown on this ledger is entered 
direct from the “Central Office Record” of the order as soon as it 
is stamped with the fund account chargeable. Similarly the Con- 
tract Reserve is posted direct from the contracts. For Miscella- 
neous Claims, the general journal will be a sufficient record of 
transactions having no documents on file usable as posting 
mediums. Vouchers and pay rolls are readily posted direct to the 
ledger. 

The headings of the pages of these books provide for showing 
the titles and numbers of all appropriation or fund accounts 
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and amounts. For bond funds, they are entered from the report 
of the Department of Finance of resolutions authorizing the 
issue of bonds or corporate stock, showing dates and amounts 
of same, and second, the amount available (proceeds of sales) 
placed to the credit of the department by the Comptroller. 
The par value, premiums and other credits, make up the total 
proceeds available. Authorizations may be made a long time in 
advance of actual issue. Unexpended balances of all appropria- 
tion accounts are the accumulated totals of budget allowances, 
less the voucher totals entered against each; and similarly for 
bond and corporate stock funds, the unexpended balances are 
derived by deducting the vouchers drawn from the proceeds of 
bonds sold. The balances of the general ledger account of Ap- 
propriations and the balances of the other fund controlling 
accounts will equal the sum of all the individual balances of each 
class of appropriation and fund accounts on the subsidiary ledgers. 

Unliquidated reserves or accruing liabilities against each 
fund (contract, open market, and miscellaneous claims), will be 
the accumulated totals of each of these classes, entered under 
each reserve account column (plus or minus the adjustment col- 
umns applicable to each), less the separate voucher column totals 
of each particular class and fund. The original estimates for the 
reserve accounts are often only approximate, and thus subject to 
changes when vouchered. All orders given for the exact price and 
amount or for approximate amounts will always be fully liquidated 
by vouchers, if the orders are completed. 

The form (Fig. 7) is designed to illustrate the same figures 
carried first into the books of original entry and Contract Ledger 
and also into this ledger. It will appear that the Contract Re- 
serve, balance of liability, chargeable against Corporate Stock 
Funds for this contract “No. 1” amounts to $22,575.00, by de- 
ducting the adjustment of $125.00 and liquidating vouchers of 
$1,300.00 from the original estimated reserve of $24,000. The 
Contract Ledger, posted from original documents of contracts, 
orders and vouchers, and the general ledger controlling account 
will show the same balances, the latter being posted from the sum- 
mary of contracts registered in the general journal, and the 
voucher register. 

To provide for vouchering of large contracts for construction, 
etc., where a percentage is reserved from each payment until final 
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liquidation takes place, a column is ruled to exhibit the items and 
total reserved to date. 

To close all expense accounts of departments at the end of the 
year, since they are chargeable to the Department of Finance 
as the central office, the various totals and balances appearing at 
that time are credited to the respective accounts and charged to an 
account called “Department of Finance.” This account will have 
been credited monthly during the year from the several “Vouch- 
ers Payable” accounts mentioned, the latter having represented 
all vouchers transmitted for payment, credit being due the cen- 
tral office for the same. 

Unexpended balances of appropriations and fund accounts must 
liquidate of themselves, if adequate and correct estimates of 
expenditures for the purposes intended have been made at the 
creation of appropriations and funds. Otherwise journal entries, 
to adjust or close them out, will be necessary. 

The last forms to be given for department accounting, are by 
no means the least important. Monthly reports to the Depart- 
ment of Finance summarizing each department’s business up to 
date, the condition of all funds, and the verification by trial bal- 
ances of all accounts upon their books are designed to give the 
Department of Fnance accounting control over the departments, 
and to give information to officials and others who must pass 
upon the expenditure of city moneys. 

Two forms (Figs. 8 and g) are here given to show the infor- 
mation to be sent in monthly to the Mayor, Comptroller, and Com- 
missioners of Accounts. The first (Fig. 8) will show the condi- 
tion of all appropriation accounts. A similar form is used for 
bond fund accounts. The second (Fig. 9) exhibits, in a com- 
bined statement, the total appropriations or authorized funds, all 
classes of encumbrances and unencumbered balances of authoriza- 
tions or appropriations. 

In order to keep in touch with the results shown by the 
features of the New System already installed, as well as to pro- 
vide a means of supervision over departmental execution of the 
same, copies of all monthly reports must be submitted to and be 
passed upon by the Expert Accounting Bureau of the Comp- 
troller’s office. This Bureau, as referred to in our previous 
article, was organized primarily to direct the manner in which 
all city accounts shall be kept. [+t has, since July, 1908, installed 
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and perfected the operation of all the books and expenditure 
accounts thus far described, in practically all of the city and 
county departments (more than one hundred in all). Those 
which at first were disinclined to drop old methods altogether 
have since gradually realized the greater adequacy of the new. 


As hereinbefore stated, expenditure accounting, embracing ‘: 


City maintenance and expense, stores and capital outlay, having 
been undertaken first and being now in practical use, description 
of the same in operation has been made the subject of these 
articles. The system devised for accounting control over all city 
income is in process of installation. Old methods, as with 
expenditures, took cognizance only of cash, omitting accruals of 
revenue. When it is considered that arrears of taxes in cities 
generally are five or more years behind, according to the U. S. 
Census Bureau, loss from this alone proves the importance of 
check and scientific system. The Comptroller should readily know 
both the entire income, and that it is collected in full. 

The principles to be put into practice presume that as soon as 
any claim whatever in favor of the city arises, a record of income 
should take place. All accruals arising from tax levies, water 
rents, licenses, fees, privileges, franchises, rents from all city 
properties, and miscellaneous income must be recorded from 
proper original documents, in the exact period in which it accrues, 
upon books of registration. Departmental ledgers, general and 
subsidiary, controlling accounts, and reports, with central control 
in the Department of Finance, will be carried out for income as 
with expenditures. 
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EDITORIAL. 
The Postal Savings Bank Question. 


When a bill for the establishment of “savings depositories” in 
post offices was introduced in the last Congress, it soon appeared 
that the question was not by any means a foregone conclusion 
even among the members of the party which had given the pro- 
ject a place in its platform; and an animated discussion arose on 
the subject, not only in the Capitol, but in meetings of bankers, of 
credit men, of chambers of commerce, and in collegiate and high 
school debates. Many sides of the question were ably presented 
in these ways and in the press, and interesting points were 
brought out, not at first thought of. 

It may be of interest to recapitulate the variant views held by 
the disputants, premising, of course, that the burden of proof is 
on the proponents of the innovation. 

Its advocates urge that the greater facility offered by the 
local post offices for receiving deposits will in consequence en- 
courage the habit of saving, and add to the prosperity of the 
country by putting and keeping in circulation millions of dollars 
now spent or hoarded. 

The opponents demand proof, or at least probable evidence, 


124 














Editorial. 


leading to the belief that the increased convenience of depositing 
and drawing at the nearest post-office will be sufficient to war- 
rant the addition of another function of the general government 
in a branch already run at a loss; whether the “encouragement of 
thrift” will actually be effected, and any one who is now a spend- 
thrift will be converted by the fact that he may bank his savings 
at the nearest post office. Admitting that this post office would in 
many cases be nearer than the nearest bank, yet when the journey 
to the post office has been made, the man who has the money in 
his pocket can with about the same ease and more privacy send it 
in money order to the bank of his choice. We thus have a postal 
savings system in actual operation, without the drawbacks of a 
governinental administration. 

The advocates of a postal system contend that savings banks 
are too few to give adequate facilities for every one to deposit 
his savings ; hence the practice of actually hoarding an inert mass 
of money where it is dead capital, which might be beneficially 
employed. There are only 1,453 savings banks in the United 
States and these are located in a few states, while many other 
states have absolutely none. 

{n opposition it is argued that while these 1,453 savings banks 
may seem few, yet over one-tenth of the inhabitants of the coun- 
try is numbered among their depositors. But it is a very deceptive 
statement to say that these figures from the report of the Comp- 
troller of the Currency by any means represent the total number 
of institutions legitimately engaged in receiving savings deposits. 
Instead of 1,453 institutions there are about 17,000 which furnish 
the facilities alleged to be lacking. The number 1,453 comprises 
only those banks which are organized for the sole purpose of re- 
ceiving and investing savings. These, it is true, are all in a few 
states; in the remaining states, the national and state banks, and 
the trust companies, almost universally maintain departments for 
savings and have enormous deposits, identical in nature with 
those of the distinctive savings banks. And these are scattered 
all over the country, even where the population is least dense; 
some of the most thinly populated states having per capita more 
banks where savings may be deposited than the most thickly 
populated. Counting these in, the banked savings of the country 
reach the enormous figure of five thousand five hundred millions 
of dollars, exclusive of building and loan associations and the as- 
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sets of life insurance companies, which are a form of savings. 
Can it be believed that this result of saving, unparalleled in the 
world, would be appreciably stimulated by changing the place of 
deposit from the bank around the corner to the post office in the 
store across the street? Would it not be wise to consider whether 
a postal system would not do as much harm in blighting the sys- 
tems now in operation as it would do good? 

It is not the intention of those urging this movement, reply 
the advocates of a postal system, to harm in the least the institu- 
tions now established. Their success in the few localities where 
they now exist proves the desirability of extending the sphere of 
their usefulness. And the government bank paying 2 per cent. is 
in no sense a competitor of the eastern bank paying 3% or 4. 

Why then, their opponents ask, do you plant the system most 
thickly where they are least needed? You propose to establish a 
depository in every money order post office, including the states 
of New England, New York and New Jersey, which contain 
more such post offices than anywhere else. If you are desirous 
of making a genuine test of the postal savings system as to its 
adaptability to our conditions, you will start it in a few states 
where you allege that savings facilities are inadequate, and thus 
perfect the machinery by experiment. 

The debate then proceeds somewhat as follows: 

ApvocaTEs.—Not only are the facilities in some places lacking 
but the people are distrustful of anything whatever not backed by 
the credit of the national government. They prefer the dangers 
of hoarding to those of bank failures. 

OpponEeNtTS.—We do not believe the natural hoarder is act- 
uated by any such distrust. It is his nature to love to see, feel and 
count his money. He wants the pleasure of saying to himself, “I 
could spend this money instantly, if I wished; it is in such shape 
that I could buy any one of a thousand kinds of pleasures, but 
the keeping of that potentiality is the best of pleasures.” He has 
seldom been known to put his money into United States bonds, 
which on your theory would be his favorite form of hoarding. 

ApvocaTEes.—Immigrants from other countries have no con- 
fidence in any other form of savings bank than that carried on at 
the post offices, because they are familiar with those in their own 
countries, and are willing to trust their money to the government 
only. 
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OPpPponENTs.—That statement needs confirmation. Is it 
credible that these ignorant foreigners, as the other side calls 
them, who so often entrust their money to some wily countryman 
of their own without character, capital or credit, and under no 
supervision whatever, are so critical as to discriminate between 
depositories under federal and those under state control? The 
fact that Italians hold $30,000,000 of deposits in New York City 
would seem to indicate no distrust of the existing savings banks. 
All that keeps the latest arrived from the bank is the inability to 
speak English, and wherever interpreters are provided there is no 
lack of such depositors. It is purely a question of language, not 
one of governmental control. How will the post office clerk be 
able to overcome this difficulty of language? Even in Italy there 
are a great number of excellent banks receiving savings but un- 
connected with the postal service, and it is not true that the 
population knows only the postal system. 


ApvocaTEs.—The postal savings bank has flourished in all 
countries of the civilized world, and proved a benefit; why should 
it not in America? 

OproNnENTs.—Because the United States has no means for in- 
vesting the savings, as the countries referred to have. Those 
countries all have great national debts, which are not expected 
to be paid, and these are practically the only investment for the 
savings which thus become a part of the debt. But the United 
States has no standing debt and its bonds pay less than 2 per cent. 
It is therefore proposed to lend the postal savings moneys in cer- 
tain national banks at 2% per cent. interest, repayable on demand. 
If this rate were attractive to the banks all the year round, it 
would doubtless serve to relieve the government of the care of 
the money; but it is doubtful if many of them would make a con- 
tract with the government for a year ahead to pay this rate on all 
sums deposited with them, subject to check at sight, and perhaps 
to the requirement of depositing security as in case of United 
States deposits. 


The savings now held are largely invested in local mortgages 
and local securities and aid the communities to develop. This is 
impossible for any central committee to do, if they are forced, by 
lack of national banks who are willing to carry the balances, to 
invest direct. 
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ApDvocaTEs.—Our party voted in its platform to favor postal 
savings banks ; therefore they must be established. 

OPPONENTS.—Not one in ten of the voters cast his ballot one 
way or the other, influenced in the least by his belief in postal 
savings or in government guarantees, or by his antagonism to 
either. The sudden resolves of a few delegates at midnight be- 
tween two convention days do not constitute the “voice of the 
people” nor are they the voice of God. 


Star Chamber vs. Public Examinations. 


THE JOURNAL prints in this issue two interesting articles on 
the subject of C. P. A. examinations, one from the pen of Mr. 
Geijsbeek, Secretary of the Colorado State Board, and one from 
the London Accountant. Mr. Geijsbeek gives a spirited discus- 
sion of the subject from the examiner’s point of view; the Ac- 
countant treats it, apparently without bias, from the outsider’s 
point of view. Only two other points of view remain to be pre- 
sented, that of the teacher and that of the unsuccessful candidate. 
From the last named we shall probably not hear, for the candi- 
date who has failed, even though convinced that he was subjected 
to an unreasonable test, is not likely to advertise his failure, and 
is probably also well aware that his views would receive scant 
consideration. As for the teacher, the man who is coaching or 
training men for the C. P. A. examinations, we have no doubt 
that he is mightily interested in the subject, but we suspect that 
he will be very loath to participate in the discussion. We shall 
probably have to be content, therefore, with the views of the 
critic and the examiner. 

The discussion was begun in the March number of THE Jour- 
NAL, which published an article by Mr. Ernest S. Suffern on 
the subject, “Are C. P. A. Examinations Always Fair?” and an 
editorial upon the subject “Examiners and Publicity,” in which 
the policy of withholding C. P. A. examination papers from the 
public was criticised. These are phases of a large and very im- 
portant question, namely: Are the requirements for admission 
to the accounting profession what they ought to be? Whether 
or no C. P. A. examinations are fair, and whether or no exam- 
iners permit their questions to be published, are subjects which 
deserve extended discussion only because it may throw light 
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upon the larger question. It is quite possible that C. P. A. ex- 
aminations in some instances are unfair simply because the exam- 
iners are unconsciously seeking to attain the impossible. For 
example, no written examination can discover whether or no a 
candidate has the practicable ability, the quick, sound judgment 
and the versatile adaptability which are essential in the makeup 
of a successful public accountant. These qualities cannot be 
developed by study, and cannot be discovered by examination. 
If examiners set questions intended to discover them, they merely 
puzzle candidates, and the best of them succeed in satisfying the 
examiners, as Dr. Duncan said at Atlantic City, only by a “lucky 
guess.” If all the candidates ought to possess these qualities 
before they are given the license of a certified public accountant, 
then the present requirements must be changed and a larger 
amount of practical experience be demanded of the candidate 
before he is permitted to take the examinations. This is the 
important question at issue, and we hope that it will receive thor- 
ough discussion. 

As for Mr. Geijsbeek’s contention that the critics could do no 
better than the examiners are doing, we are in hearty agreement 
with him. It is much easier to be critical that it is to be con- 
structive. But we do not sympathize with Mr. Geijsbeek’s ap- 
parent sensitiveness with regard to criticism. We are inclined 
to think that state boards of examiners as a rule welcome criticism 
and give the suggestions of critics honest and good-tempered 
consideration. Historians are generally agreed that the critic 
in all domains of art and science has usually been a small fellow, 
but in this wonderful universe even a gad-fly has its uses. 
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Reduced Rates to Denver. 


Reduced rates to the annual meeting of the American Association of 
Public Accountants have been granted. The rates will be: From New 
York, round trip, $55; from Chicago, $30. This is a reduction of $30 in 
the New York rate, and $15 in the Chicago rate. All intermediate places 
will receive the same reduction, and the exact rates will be announced 
later on. 

The first letter of invitation to the Denver meeting has been mailed 
to members of the American Association of Public Accountants together 
with three or four little booklets describing the natural beauties of Colo- 
rado. The members are urged to examine this printed matter carefully 
because a number of these will follow. 

Mr. W. R. Mackenzie, of Portland, Ore., was the first member to 
announce that he would attend the meeting. Mr. E. F. Leathem, of Mem- 
phis, Tenn., followed him closely. These are two men who do not have 
to come to Denver; they are neither delegates, officers nor trustees. Den- 
ver would like to hear from all of the others. As soon as you have de- 
cided to come notify the Chairman of the Annual Meeting Committee. 
Important announcements in regard to the Denver Convention will be 
made in THE JourNaL from time to time. 


Report on New York City Accounts. 


The sub-committee of experts, consisting of Maurice L. Muhleman, 
Francis F. White, C. P. A., and Robert H. Montgomery, C. P. A., ap- 
pointed by the Committee on Finance and Currency of the New York 
Chamber of Commerce, has rendered a valuable report on the new system 
of accounts now being installed in New York City. The report appears in 
the June “ Monthly Bulletin” of the Chamber of Commerce. It is to be 
regretted that space limits forbid the publication of the report in full in 
Tue JourNAL or AccouNTANCY. Our readers would find it of particular 
interest in connection with the series of articles by Mr. Harold D. Force 
entitled “New York City’s Revision of Accounts and Methods.” Some 
of the salient paragraphs from the report are quoted below: 


“The demonstration of the merit of the accounting system as to results 
depends almost entirely upon the operation of the new methods of super- 
vising expenditures so far as installed; the installation, as will be shown, 
is still incomplete and unless vigorous measures are speedily adopted, there 
is great danger that the work already done will go for naught, and the 
accounts as a whole revert to a condition worse than they were in before 
the reform was inaugurated. 

“Fortunately it is not too late to do what should have been done in 
January of this year, but we are very strongly of the opinion that if the 
installation staff is not supplemented by sufficient assistance within the next 
thirty days, very much of what has already been done will have lost its 
effect, and a subsequent revival would probably arouse hostility which has 
been veiled heretofore but which would have a better excuse for definite 
opposition. It may also be expected that some of the men who have been 
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most energetic in support of the new system and untiringly devoted them- 
selves to its installation, will lose active interest, unless there is a prospect 
for the early successful completion of the work. 

“In summary the purposes of the system are: 

“To enable the heads of departments to supervise their operations in- 
telligently, in order to keep within the allowances, as provided by the 
charter which holds them responsible for exceeding the authorizations. 

“To enable those who furnish goods or perform services to obtain 
prompt payment of the sums due them. 

“To enable the Comptroller, as the guardian of the treasury, to know 
that the sums due the city are fully collected and the outlays lawfully 
disbursed. 

“To enable the taxpayers and bondholders of the city to determine 
whether the means supplied by them are properly used. 

“To assure conservative economy, establish that the city gets value for 
its money, restrain inordinate outlays, keep taxes within reasonable limits 
and prevent excessive borrowing. 

“We unhesitatingly assert that the general principles upon which the 
new accounting system rests are sound and that their application to the 
accounts of the city cannot but be beneficial to a marked degree. The sub- 
stitution of a thoroughly co-ordinate accounting system for the unscientific 
and incomplete one that has prevailed will not only pay for itself by en- 
abling the Comptroller as well as the citizens to secure a knowledge of 
the exact financial condition of the municipality, and thus furnish the 
essential data to secure economical administration, but will unquestionably 
raise the credit of the city.” 


A Generous Offer. 


An interesting sidelight on municipal finance in the United States is,, 
says a daily contemporary, afforded by an offer, characterized by com- 
mendable frankness, which is now being made by a Baltimore firm of ac- 
countants. The firm in question have announced that it is prepared to 
undertake the auditing of the accounts of any or every municipality in 
the states without any fee, asking only that it shall receive a fixed percent- 
age on the totals of defalcations discovered, in which manner it expects to 
make profits entirely satisfactory to itself at least—London (Eng.) Sur- 
veyor, May 28, 1900. 


Firm Changes. 


Price, Waterhouse and Company announce the establishment of a new 
branch at 60 State street, Boston, Mass., under the management of Mr. 
J. Edward Masters. 
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American Accountants’ Examinations. 


While the discussion on English and Scottish Chartered Accountants 
Examinations was proceeding in these columns, says the London Ac- 
countant of May 1, 1909, the same topic appears to have been exercising 
the minds of professional accountants in the States, for the March number 
of THe New YorK JouRNAL OF ACCOUNTANCY contains a special article by 
Mr. E. S. Suffern, C. P. A., entitled, “ Are C. P. A. Examinations Always 
Fair?” together with an editorial dealing with the matter under the head- 
ing of “ Examiners and Publicity.” 

Our American contemporary gives the State Board of C. P. A. Ex- 
aminers credit for doing everything in their power to make these examina- 
tions thoroughly efficient and generally respected, but it is quite unable 
to support the authorities in their recent decision to withhold examination 
papers from the public. One of the examiners, it says, has written to 
it to say that the State Boards of Accountancy recently have been so 
severely criticised, “that we believe some definite step should be taken by 
all the Boards to prevent this;” but in America, of all countries, it seems 
extraordinary to find so much sensitiveness exhibited towards public 
criticism, particularly when that criticism appears upon the whole to 
have been by no means unintelligent. Moreover, the complaint, as we 
understand the matter, is that the examiners have not apprehended the 
true requirements of the position, and that consequently candidates for 
the C. P. A. degree are placed at a disadvantage, which is the more unfair 
in view of the fact that these examinations are not the examinations of 
some private body, but rather the examinations of the Regents of state 
universities conducted under state law. If there is any sort of feeling 
that what is after all a state examination is not being properly conducted, 
that feeling must, of necessity, be increased by a policy of secrecy, which 
policy is all the more marked in that it is not the one observed in connec- 
tion with other university examinations in the United States or elsewhere. 
As we have already remarked, if the states, of all places—where the 
utmost degree of publicity appears to be given to every phase of public and 
private life—has returned to medieval methods in this respect, it will 
impose a very severe strain upon the loyalty of those who are still con- 
vinced of the ability and good faith of the authorities. 

Mr. Suffern, in his article on the subject, is, perhaps, less complaisant 
than the editor of THE JourNAL or AccouNTANCYy. He mentions that 
while few people really believe that the professional accountants intend to 
maintain a closed corporation, it would be well to look closely into the 
merits of the matter before too readily accepting the claims of certain 
examiners that the criticisms that have been passed are unjustified, and 
that on the whole the present system of examining is satisfactory. While 
admitting that it is not to be questioned that the need of the accounting 
profession is for more broad-gauged experienced men, who can rise to 
positions of importance and bring added dignity to the profession, he 
suggests that it yet does not follow that the interests of the profession 
are best promoted by a style of examination which eliminates two-thirds 
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of the candidates during a period of years, and which in one year in the 
state of New York passed only nine per cent of those examined in 
practical accounting. On the other hand it is, perhaps, well that we should 
point out that, while human nature remains what it is, examiners who are 
unduly lenient will always be popular, and vice versa. Before, therefore, 
condemning the C. P. A. examiners altogether, it seems worth while to 
consider whether the somewhat heavy percentage of failures is due to 
their unreasonableness, or to unpreparedness on the part of the candi- 
dates. It is, of course, impossible for us over here to form any first-hand 
opinion upon the latter point, but it is of interest to observe that the 
case put forward by the examiners is, apparently, that the only causes for 
failure in the first five or six years of recent accounting practice were 
the scarcity of text-books and the want of training. In the last five years 
insufficient training, resulting from improper teaching or lack of practical 
knowledge, capability, or application on the part of the student, is re- 
garded as the cause of failure. It comes rather as a surprise to us to 
learn that in the United States there has been a lack of proper text-books 
that has only been met during the last five years, considering that we 
ourselves have long since occupied the field both here and in the states 
with important accountancy works. The allegation of want of training 
and improper teaching comes to us, we must confess, with rather a shock 
from the country which, of all others, has for years past laid the most 
stress on the importance of a thorough commercial training, and estab- 
lished the matter upon a university basis years before anything of the 
kind was attempted over here. 

Mr. Suffern’s case, however, does not rest upon vague generalities. 
He says that one member of the State Board was known to say, in a 
particular instance, that he allowed one-fifth for the correctness of a cer- 
tain answer, and four-fifths for the arrangement; and if this statement can 
be substantiated we have no hesitation in saying that so remarkable a 
system of marking might account almost for anything in the way of sur- 
prising results. In accountancy, of all subjects, methods of arrangement 
are largely optional—almost entirely matters of opinion—and consequently, 
at the best, of secondary importance to those fundamental principles which, 
we take it, are intended to be expressed in the word “correctness.” To 
regard the matter from any other point of view is, it seems to us, to stand 
self-convicted of a narrow-mindedness which falls strangely upon an ex- 
aminer, and is one of the last characteristics we should have expected to 
find in a new country. 

Upon the whole, we cannot help thinking that there must be a certain 
amount of justice in the complaints that have been put forward, and we 
seem to see a certain family likeness between these complaints and those 
that we have already voiced in connection with the English and Scottish 
accountancy examinations. In all probability the true cause is much the 
same in all cases—that, in a very laudable endeavor to make these ex- 
aminations thoroughly practical, men have been appointed as examiners 
who have earned their reputation as skilled accountants and as shrewd 
men of business who have, to say the least of it, not had a great amount 
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of academic experience. Mr. Suffern puts it that satisfactory results can- 
not be obtained so long as examinations are conducted by men who are 
not in a position, when necessary, to devote their whole time to the duties 
they have assumed. This is no doubt true to the extent that an examina- 
tion can never be conducted properly if the examiner is not free to give 
his undivided attention to the setting and marking of the examination 
papers. It however is, we think, overstating the case to suggest that these 
duties are likely to occupy the whole of his time, or anything approaching 
it. The root of the whole matter is, we think, rather that, until some 
better means of testing knowledge can be invented, one must perforce 
rest content with the examination system; and while one does so one 
should recognize that it is a purely academic process, and therefore one 
that cannot be performed skillfully by men not in touch with academic 
methods. It would seem that, in the very proper desire to make these 
examinations practical, the mistake has been made of ignoring the fact 
that examining, just as much as teaching, is a profession in itself, and 
not an occupation that can be taken up at will and performed with per- 
fection by the first ordinarily clear-headed man who makes the attempt. 
The sensitiveness to criticism that the C. P. A. examiners have evinced 
is, we think, one of the strongest possible evidences that even they are 
not altogether confident of their own capacity. But, however that may 
be, a policy of peevishness and secrecy is the worst possible policy to 
inspire confidence, particularly where other circumstances have tended to 
build up a very different impression. If every examination were con- 


ducted upon the principle that no candidate was to be passed who could 
not prove that he knew at least as much about the subject as the ex- 
aminer, there would be very few successful candidates—and in course of 
time very few candidates, successful or otherwise. It is certainly not by 
such narrrow-minded procedure that the pursuit of knowledge is to be 
encouraged. 
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News of the States 
NEW YORK 


At the meeting of the New York State Society, June 14, 1909, Presi- 
dent H. R. M. Cook announced the appointment of the following com- 
mittees : 


STANDING COMMITTEES. 


ADMISSION COMMITTEE, HOUSE COMMITTEE, 


Hamilton S. Corwin, Chairman. Milbourne S. Moyer, Chairman. 
Homer A. Dunn. Philip B. Gaynor. 
Leonard H. Conant. Harold B. Hart. 


AUDITING COMMITTEE. LIBRARY COMMITTEE. 


E. Y. Gallaher, Chairman. Arthur G. Potter, Chairman. 
Peter C. Weigand. Thomas W. Duane. 
Sidney E. Sargent. John Moull. 


LEGISLATION COMMITTEE. COMPLAINT COMMITTEE. 


Elijah W. Sells, Chairman. Charles E. Ludlam, Chairman. 
Perley Morse. Duncan MacInnes. 
W. F. Weiss. James A. McKenna. 


SPECIAL COMMITTEES. 
COMMITTEE ON LECTURES AND ENTERTAINMENTS. 


Samuel D. Patterson, Chairman. 
George Wilkinson. Arthur L. Wolff. 
Howard B. Cook. Charles F. McWhorter. 


ADVISORY COMMITTEE, SCHOOL OF COMMERCE, ACCOUNTS AND FINANCE. 


Leon Brummer, Chairman. 
Charles S. McCulloh. W. H. Dennis. 
Warrel S. Pangborn. Orrin R. Judd. 


COMMITTEE ON REGENT’S RULES. COMMITTEE ON VIOLATION OF C. P. A. 


. . is. 
Francis Gottsberger, Chairman. LAW 


Henry C. Buncke. Francis R. Clair, Chairman. 
Alex. Hunter. E. S. Suffern. 

F. C. Townsend. Henry C. Buncke. 

Charles R. Query. 
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COM MITTEE ON PROFESSIONAL ETHICS. COMMITTEE ON FURTHERANCE OF THE 
John R. Loomis, Chairman. OBJECTS OF THE SOCIETY. 
Adolph S. Fedde. E. S. Suffern, Chairman. 
Charles Hecht. Richard M. Chapman. 

Homer S. Pace. 

Edgar M. Barber. 

Leon O. Fisher. 


Extract from the Minutes of the Regular Monthly Meeting of The New York State 
— of Certified Public Accountants, held at the W 


aldorf-Astoria, Monday, June 14, 


ADDRESS BY TREASURER, Mr. Wess, To Mr. Loomis: 

“At the last meeting of our Society, held on May 10, 1909, as appears 
from the minutes of said meeting just read by our Secretary, a committee 
was appointed to give expression to you, Mr. Loomis, in effective suitable 
manner, of the Society’s recognition of your valuable services to the Soci- 
ety as its President during the last year. In the absence of our First 
Vice-President, who is on your committee, but is compelled to be absent 
to-night, I had the honor of being chosen the spokesman of the com- 
mittee. If I cannot bring the eloquence to this most agreeable task, which 
I am sure some of my confréres could, I bring at least the thorough sin- 
cerity which moves me. 

“T value it as an honor and a distinct pleasure to have the opportunity 
of here expressing to you, my dear sir, on behalf of the New York State 
Society, its keen appreciation of the efficient and distinguished services 
which you have rendered to it as its President. 

“Your administration has been a marked success; you brought to it 
the experience and training of a President of the American Association, 
which office you held for three successive terms; your rulings were fair 
and unbiased and considerate, and as such productive of progress and 
harmony, particularly in questions of differences or perplexity that occa- 
sionally arose during our debates. The welfare of our Society and the 
advancement of our profession appeared to be the constant theme and 
object of your efforts, and none could fail to be impressed with your zeal 
and unswerving devotion in this direction. Measures providing for ‘Junior 
Memberships’ and for the ‘Students’ Auxiliary,’ planned for the expansion 
of our scope and influence, were passed during your administration and 
had your warm support. The Society is to-day in the most flourishing 
condition since its organization, both in membership and in resources. 

“You have justly merited the thanks and appreciation of the Society, 
and it is our desire that you should feel they are most sincerely accorded 
to you. 

“Words are sometimes only records in memory—allow us to accom- 
pany ours by a gift designed and herewith presented to you as a permanent 
record for your good self and for your family. It is a loving cup, inscribed 
with a dedication, and, allow me to add, a loving cup was chosen with a 
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particular significance; tendered as a testimonial in recognition of unself- 
ish, efficient services, it shall at the same time convey, as its name 
implies, our affection and esteem for you. 

“With these sentiments I have the honor, my dear sir, to present it on 
behalf of the Society.” 


Rhode Island 


At the annual meeting of the Rhode Island Society of Certified Public 
Accountants held April 23, 1909, the old board of officers were re-elected, 
as follows: President, George R. Allen; Vice-President, George R. Law- 
ton; Secretary-Treasurer, Chas. S. Jenckes; Member of Executive Com- 
mittee, Mr. Fred. W. Barney. 


Ohio. 


At a meeting of the Ohio State Board of Examiners of Certified 
Public Accountants, held at Columbus, Ohio, June 3, the following officers 
were elected: Guy H. Kennedy, Cincinnati, President; Leroy Parker, 
Columbus, Vice-President; J. H. Kauffman, Canton, Secretary and Treas- 
urer. 

At the annual meeting of the Ohio State Society of Public Account- 
ants on June 12, 1909, the following officers, directors and delegates were 
elected: Directors: J. H. Kauffman, President; E. S. Thomas, Vice-Pres- 
ident; J. J. McKnight, Secretary and Treasurer; Carl H. Nau; R. J, 
McIntosh. Delegates to the Annual Meeting of the American Association 
of Public Accountants: J. S. M. Goodloe, Carl H. Nau, J. H. Kauffman; 
Alternates: J. A. Miller, R. J. McIntosh, G. F. Mansell. 


Connecticut. 


The guest of honor at a dinner and reception given by the Connecticut 
Society of Public Accountants, in New Haven, on May 6, was Joseph E. 
Sterrett, of Philadelphia, president of the American Society of Public 
Accountants. The dinner was given at the Union League club house on 
Chapel street, and a number of distinguished guests were present. Ex- 
Governor Rollin Woodruff, of New Haven, and Hon. George E. Hill, of 
Bridgeport, honorary members of the society, were among the honored 
guests. 


Minnesota. 


Governor Johnson, of Minnesota, appointed the following members of 
the new State Board of Accountancy on April 29: Chairman, H. M. Tem- 
ple, C. P. A.; Secretary, F. A. Ross, C. P. A.; Treasurer, Ralph D. Webb. 
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Three Recent C. P. A. Bills. 


The C. P. A. Law of the State of Massachusetts, which was signed by 
the Governor on May 20, 19090, has so many unusual provisions that it is 
given in full below: 


Be it enacted by the Senate and House of Representatives in General 
Court assembled, and by the authority of the same, as follows: 

Section 1. The Bank Commissioner shall have charge of the registra- 
tion of Public Accountants; shall make such rules as are necessary to carry 
out the provisions of this act, and shall keep a record of all certificates 
issued hereunder, a duplicate of which shall be open to inspection in the 
office of the Secretary of the Commonwealth. 

Sec. 2. The said Commissioner shall examine any citizen of the United 
States resident in the Commonwealth, and not less than twenty-one years 
of age, who may apply for such a certificate; shall investigate his character 
and fitness and shall require the payment of such a reasonable and fixed 
fee, not exceeding twenty-five dollars for each certificate, as may be 
necessary in his opinion to carry out the provisions of this act. 

Sec. 3. Any applicant whom said Commissioner deems to have the 
necessary qualifications and professional ability shall be registered as a 
public accountant and shall receive a certificate thereof, good for one year 
from its date. Said certificate may be renewed from year to year upon the 
payment of five dollars for each renewal. Said Commissioner shall have 
power, after notice and a hearing, to suspend or revoke for good cause any 
certificate issued by him. 

Sec. 4. Any person who falsely represents himself to be a public ac- 
countant registered under the provisions of this act, shall be deemed guilty 
of a misdemeanor, and shall be punished by a fine not exceeding five hun- 
dred dollars, or by imprisonment for a term not exceeding six months, or 
by both such fine and imprisonment. 

Sec. 5. This act shall take effect on the first day of October in the year 
nineteen hundred and nine. 


The Minnesota C. P. A. Act, which, as noted in the May issue, was 
passed by the State Legislature in the exact form submitted by the State 
Society of Public Accountants, contains in general the usual provisions. 
Sections 3 and 5, defining the qualifications of candidates and the proper 
use of the initials C. P. A., however, contain some distinctive features. 
These sections are quoted in full below: 


Sec. 3. No certificate for a Certified Public Accountant shall be granted 
to any person other than a citizen of the United States, or person, who 
has in good faith, duly declared his intention of becoming such citizen, and 
is over the age of twenty-one years and of good moral character and (ex- 
cept under the provisions of Section 4 of this Act) who shall have success- 
fully passed an examination in “ Accounting,” “ Auditing,” and “ Commer- 
cial Law” affecting Accountancy, and on such other subjects as the Board 
may deem advisable. 

No person shall be permitted to take such examination unless he shall 
for a period of at least three years have been employed in the office of a 
“Public Accountant” as an Assistant or shall have been practicing as a 
Public Accountant on his own account and who shall not at least three 
years prior to the date of said examination have successfully passed an 
examination in such subjects as may be prescribed by the Board, touching 
his general education, qualifications and fitness for an accountant; pro- 
vided, that said Board may, in its discretion, waive the preliminary ex- 
amination of an applicant who, in its opinion, has had a general education 
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equivalent to that which may be prescribed by its rules and is otherwise 
qualified. 

Sec. 5. Any person who has received from said State Board of Ac- 
countancy a certificate of his qualifications to practice as a Public Account- 
ant as herein provided shall be known and styled a “ Certified Public Ac- 
countant;” and no other person, and no partnership, all of its members 
who have not received such certificate, and no corporation shall assume 
such title or the title of “Certified Accountant” or the abbreviations 
“C. P. A.” or any other words, letters or abbreviations tending to indicate 
that the person, firm or corporation so using the same is a Certified Public 
Accountant. 


The Wisconsin Assembly has passed a C. P. A. Bill, which up to the 
date of writing has not been accepted by the Senate, one section of which 
reads as follows: 


“No certificate as a certified public accountant shall be issued to any 
person unless he shall for a period of at least three years have been em- 
ployed in the office of a public accountant as an assistant, or shall have 
been practicing independently as a public accountant.” 


This section, it will be noted, is similar in tenor to Section 3 of the 
Minnesota Act. It has aroused a determined opposition, which is expressed 
in the following editorial in the Milwaukee Journal of May 22, 1909: 


The assembly has passed a bill creating a board of public accountants 
who are to examine and license all men entitled to get a C. P. A. title— 
Certified Public Accountant. The bill further proposes to give all the 
present public accountants a license without examination. Before an appli- 
cant can take the examination he must have been apprenticed to some cer- 
tified public accountant for three years; if he practiced as public accountant 
independently he shall not get the title, Certified Public Accountant. 

This looks like a scheme to preserve the business for the present public 
accountants. Merely acting as public accountants should not be the test in 
one case, when a rigid examination is required in the other. If there is to 
be a uniform standard of expertness in this line of work then all should 
be examined so that the incompetents can be kept out even if they now 
pass as public accountants. Because some have gotten in on the ground 
floor should not bar other persons of merit. 

Another provision in this bill should be carefully examined. Why con- 
fine the examiners appointed to present public accountants? Why not have 
some impartial authority like the faculty of commerce of the University of 
Wisconsin do the examining? Under the bill there would likely be a 
tendency to make the examination difficult and limit the plums in public 
accounting to all those now on the inside, who would be licensed merely 
because they are already in the business. 

Why confine the examination to apprentices of public accountants? 
Why not let the ordinary bookkeeper and private accountant aspire to be 
a public accountant if he has the ambition and the ability? If the examina- 
tion were careful and thorough, the public and the business men would 
be protected. There are now plenty of bars to opportunity for the man 
who wants to climb, to say nothing of putting a deliberate obstacle in the 
way in the shape of a reactionary statute law. 

Licensed public accountants are essential. There are laws requiring 
licensing in at least twenty states. The senate should look into this bill 
and weed out the jokers, and not accept unqualifiedly the botch work which 
the assembly has enacted. 
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TRADE AND CURRENCY IN EARLY OREGON. By James Henry 
Gilbert, Ph. D. The Columbia University Press. The Macmillan 
Co., Agents, New York, 1907. 

The title of the book shows that the author realizes the close connec- 
tion between the degree of commercial development of a community and 
the character of its medium of exchange. Beginning with the crudest 
stage of production, growing wants and an ever-widening commercial 
relation with outside markets forced the old mediums of exchange more 
and more to give way to other forms having a greater degree of exchange- 
ability. The great trading monopoly of the Hudson Bay Company 
furnished the foundation and frame-work for the early economic struc- 
ture of Oregon. It could do this through the power of its capital, its 
priority of occupation and its legal charter privileges. In one respect 
the exercise of its monopoly power was unique. Recognizing that a 
medium of exchange which was clumsy and of only a limited accept- 
ability would retard commercial activity, the Company began an ag- 
gressive business policy which kept the inhabitants of the Northwest 
from trading with the outside world, except when it was done through 
the Hudson Bay Company. To accomplish this end the use of “coin” 
was discouraged by keeping it at a discount, with respect to the beaver 
skin, which was the commodity medium of exchange that the Company 
established as the standard of values. When compared with the economic 
power of this Company, our modern monopolies sink into insignificance, 

In 1840 the profits from the fur trade had dwindled to such an extent 
that the Company began to encourage the development of agriculture. 
Wheat was the chief product and for several years the Company suc- 
ceeded in monopolizing this trade as it had done the traffic in furs before. 
Through its extensive trade connections the Company was able to furnish 
a steady demand for all the surplus wheat. This soon established a 
necessary condition for giving to this new commodity the position of a 
standard of prices. “Good merchantable wheat” became not only 
legal tender, but “orders” upon “solvent merchants” with whom wheat 
had been deposited became likewise a legal tender currency. One sees 
here in this isolated society of Oregon the workings of a credit and 
commodity money system freed from the complications of national and 
international trade influences. As the community interest became more 
extended the solution of questions pertaining to a currency that would 
be better suited to a larger commercial life became more urgent. The 
discovery of gold in California in 1848, therefore, came at a critical 
moment in the monetary history of Oregon. California furnished not 
only a new but wider market for the Oregon wheat which was now 
piling up as a burdensome surplus, causing those troubles which are due 
to a redundant currency. How this new gold was introduced into 
Oregon and finally became the sole legal tender gives the material for 
one of the most instructive and interesting chapters of the book. 
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Probably the names of no other class of objects have given more 
words to figurative speech than those commodities which have been 
used as mediums of exchange. Thus “As good as a beaver skin,” “As 
good as the wheat,” “Sound as a dollar,” have each in their time 
expressed a similar idea. Dr. Gilbert cites an interesting case which 
well illustrates this on page 57. “There was a dearth of specie, and frac- 
tional coins were almost if not quite unknown. A storekeeper at 
Oregon City resorted to a novel device for supplying the need. Gather- 
ing up some fragments of stone left by the manufacture of arrow heads, 
he shaped them up and glued about them pieces of paper on which 
were written the date, his initials and the amount they represented. 
These rocks were passed out as change and were worth their face value 
in goods at some future date.” 

The last chapter of the book, which treats of the greenback and the 
struggle to keep it out of the Pacific States, is incomplete and unsatis- 
factory. Although in the first part of the book the author says nothing 
not in harmony with the view that the sole value of maney as a medium 
of exchange is derived from its exchangeability, in the last chapter he 
assumes that under the “ greenback standard,” “the value which attached 
to such notes depended primarily on the popular estimate of the degree 
of certainty that the issuing government would be willing and able to 
meet its obligations. The coin value of legal tenders was affected by the 
quantity in circulation only as far as the increase in debts enhanced 
the liability of repudiation.” This point of view leaves out of considera- 
tion that the greenback performed an economic function, and hence 
had a value depending upon its own utility, and that this utility changed 
because of changes in the industrial and commercial activity of the whole 
nation. These were not only narrowed but disorganized, while the 
money supply became unstable and the whole credit system was under- 
mined. The Civil War, to be sure, had done this; but it is not so sure 
that, during this period, the confidence of the people of the North could 
be estimated by the phrase “forty cents on the dollar.” 

Dr. Gilbert has contributed an interesting and valuable chapter to the 
monetary history of America. Students have heretofore looked to the 
Atlantic Coast and our early Colonial history, as developed in this 
section, for most of their material pertaining to early mediums of 
exchange. It is therefore with a great deal of interest that we read 
these newer chapters which have been furnished by the Pacific Coast. 

L. G. 


ECONOMIC ZOOLOGY. By Herbert Osborn, M.Sc. 490 pp. The 
Macmillan Co., New York. 1908. Price $2.00. 

This book is intended for use not only as a textbook in high schools 
and colleges, but also for those who are interested in the general princi- 
ples regarding animal life and habits. It has special reference to the 
application of zoology in agriculture, commerce, and medicine. The usual 
method is followed by treating of animal classification, habits, the various 
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functions, such as nutrition, ingestion, digestion, and so on, to locomotion 
and reproduction. In addition to this, however the economic side is 
touched upon, i. e., the application of these to human interests. Among 
others we find discussions of those animals we use for food, such as 
cattle, game, poultry, fish, mollusks; those furnishing clothing, such as 
wool, furs, silk; others which attack our crops and domestic animals; 
others which transmit disease as well as those pests which infest our 
dwellings; and again others which cause annoyance by their stings and 
bites. 

Practical suggestions are made throughout the book, especially for 
the extermination of various pests such as rats, which, by destroying grain 
and other foods, cause losses in the United States alone to the extent of 
about fifteen million dollars a year, besides causing much distress by 
carrying disease germs such as the bubonic plague. The house fly, the 
gypsy moth, the mosquito, the trichina of pork, the San Jose scale, the 
sheep scab, and the protozoan which causes malaria are examples of the 
injurious forms of animal life treated of in the book. Of course there are 
numerous paragraphs on the beneficial animal forms as well. 

The last chapter treats briefly of distribution, artificial dispersion, 
adaptation, heredity, evolution, animal industries, organization for research, 
and the geologic succession in animal life. The book is clear and well 
arranged; the language is simple, and there are numerous illustrations. 





C. P. A. Question Department. 


Conpucrep sy Leo GreenpLincer, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticize C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 

The following is the first problem in Practical Accounting, set by the 
State Board of Accountancy of the State of New York, in February, 1908, 
with solution by James Fletcher Ruark. 


Question. 


On July 9th, 1907, Smash, Slump & Co., bankers, buy from the Atlantic 
Bridge Company its first 5% 50-year gold bonds dated July rst, 1907, in- 
terest payable semi-annually, amounting to $10,000,000.00 at 90% and 
interest with a bonus of 50% in common stock of the Atlantic Bridge 
Company. 

On the same date the bankers form a syndicate for one year to take 
the bonds at 924%4% and interest, with the common stock as a bonus. They 
make no charge for expenses. The syndicate is formed as follows: 

Jones & Co. take $1,750.000.00 as a participation. 

Smith Brothers take $6,000,000.00 as a participation. 

Rieders & Co. take $1,250,000.00 as a participation. 

Smash, Slump & Co. take $1,000,000.00 as a participation. 

On the same date the bankers pay the Atlantic Ocean Bridge Company 
the total amount due it for the $10,000,000.00 of bonds, and carry the syndi- 
cate, the members of which make no payments to the bankers. 

On February Ist, 1908, $6,000,000.00 of bonds are sold on the Stock 
Exchange at an average price of 95% less 4% commission. 

On April 1st, 1908, $1,000,000.00 of bonds are sold on the Stock Ex- 
change at an average price of 94% less %% commission. 

Prepare statements as follows, showing the bankers’ and participants’ 
accounts as they should appear on the bankers’ books at the close of the 
syndicate. 

(a) Statement showing bankers’ account for the purchase of the secur- 
ities, including transfers to syndicate account and profit thereon. 

(b) Statement of each of the syndicate’s members’ accounts as they 
should appear on the books of the bankers, July oth, 1908. 

(c) Statement showing the transactions and profit and loss on the 
banker’s own participation account, assuming that the bonds are selling 
at 92%4%. 

In making up the statements no account need be taken of the coupons 
paid by the Atlantic Ocean Bridge Company, nor, of any interest charges 
by the bankers to the participants’ accounts or to its own participation 
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account, as it may be assumed that the cash received for the coupons by 
the bankers will be sufficient to reimburse them for their advances to 
July oth, 1908. 


Solution. 


STATEMENT “A”—Bankers’ Account, Showing Purchase of Securities, 
Including Transfers to Syndicate and Profit Thereon. 
ATLANTIC OCEAN BripGE CGMPANY’s 50 YEAR BonDs (5%). 


ros 3 : 
Par Value | Cost @ 90| Profiton || nate | Soldto | Par Value 
| | | 








Transfer 





| 
| | | p07 

$10,000,000 $9,000,000) $250000 |\July 9/Jones & Co... $1,750,000|$1,618,750 

| Smith Bros...| 6,000,000} 5,550,000 

‘Transferred | Rieder & Co..| 1,250,000] 1,156,250 

| 

' 

| 





lto profit and 
| jloss account 


$10,000,000! $9,000,000! $250,000 


Smash,Slump 
& Co. 1,000,000} 925,000 























$10,000,00! $9,250,00 





Note.—Common Stock bonus received and distributed as per statement ‘‘B.”’ 
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BOND INTEREST 








Explanation 


Par Value 


Days 


Amount 





Accrued 


Transfer to 


profit 


and loss account. 


$10,000,000.00 


$123.29 


362,536 .99 

















$362,660. 28 
36.99 


1908 
July 9' Brought down 




















$3,000,000.00 9 








* Showing coupons, etc., collected ‘‘as it may be assumed that the cash 
them for their advances.”’ 


STATEMENT “B”’ Participants’ 








| 
Accrued 
Interest 


| $1,618,771.58 


Bonds 


Bought 
Par Value 


& oss Tota: Debit 


Debit Balance 





$1,750,000.00| $1,618,750.00] $21.58 $1,618,771.58 


$622,584.08 
$458,302.83 














$6,000,000.00] $5,550,000. 00 $5,550,073.097| $5,550,073. 


$2,134,573. 











$1,571,323. 








1907 
July 9!) $1,250,000. 00 "$x, 156,250.00 
08 


| 
$1,156,265. a ,156,265.41 


$444,702.91 








D  adjuaietametbiieeieeieceey 
© Wes. $327,359.16 














Bonds 
Par Value 


Accrued 
Interest 


Debit 
Balance 


@ .925 





$1,000,000.00] $925,000.00] $12.33 $025,012.33 


$025,012.33 
$355,762.33 
$261,887.33 























5,000,000 COMMON STOCK Conan OF THE ATLANTIC 














JONES & CO. 


SMITH BROTHERS 





* $875,000.00 $3,000,000. 00 








ACCOUNT * 


Date Explanation Par Value . Amount 














Jones & Company....| $1,750,000. $21.58 
Smith Bros..........| 6,000,000. 73-97 
Rieder & Company....| 1,250,000. 15.41 
Smash, Slump & 

Company 1,000,000. 12.33 
Coupons 10,000,000. 00 250,000.00 
Accrued (sold) 6,000,000.00 25,000.00 
Accrued (sold) I,000,000.00 12,500.00 
Coupons 3,000,000.00 75,000.00 


Accrued 
3,000,000 .00 36.99 
$362,660. 28 





























received for the coupons by the bankers will be sufficient to reimburse 








Accounts as they should appear on books of Bankers, July 9, 1908. 
JONES AND COMPANY 








Sold @ Gross Less Com.} Net Proceeds |,, Par Value | Debit Balance Total 


Bonds 
Par Value Bonds Unsold |Carried Down 





$1,050,000.00 95 $997,500] $1,312.50| $906,187.50} $700,000.00) $622,584.08) $1,618,771. 58 
175,000.00 94 164,500.00 218.75 164,281.25 525,000.00} 458,302.83 622,584.08 





























SMITH BROTHERS 





$3,600,000.00 95 $3,420,000.00| $4,500.00 $5,415,509.00 $2,400,000. 00/$2,134,573 .97) $5,550,073.97 


| 
600,000.00 04 564,000.00 750.00 563,250.00 1,800,000.00} 1,571,323.97| 2,134,573.97 











RIEDER & COMPANY 








125,000.00 94 117,500.00 156.25) 117,343.75 375,000.00! 327.359.16 444,702.91 











$750,000.00 95 | $712,500.00! $0937.50) $711,562.50 $500,000.00; $444,702.91) $1,156,265.41 
| 
| 








SMASH, SLUMP AND COMPANY 








Bonds Par Value | Debit Balance 
Date Par Value Sold @ Net Proceeds Bonds Unsold | Carried Down 





1908 
Feb. 1| $600,000.00 $570,000.00] $750.00) $569,250.00] $400,000.00] $355,762.33) $025,012.33 


April 1 100,000.00 94,000.00 125.00 03,875.00 300,000.00 261,887.33) 355,762.33 
































OCEAN BRIDGE CO., shared as follows among syndicate members: 








RIEDER & CO. SMASH, SLUMP & CO. 








$625,000.00 $500,000.00 
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_ STATEMENT “C”—Showing Banker’s Own Participation Account 
with Inventory at Estimated Value. 
iSMASH, SLUMP AND COMPANY 








Explana- 
tions 


Amount | Date 


Expiana- 
tion 


Amount 


Less 
Com. | 





Balance as 
[per acct. un- 
der State- 

Est. Propt. 
toP.andL... 


} 


| 1908 


$261,887.33! 


15,237. “7 


July 9 


Inventory 
of 300,000 
par bonds 
@ 925 (es- 
timated)... . 


$277,500 .00 


$375 .00 


$277,125 .00 








$277,125.00] 


| 


$277,125.00) 
! 


$277,125.00 





























BANKER’S PROFIT AND LOSS ACCOUNT 
CREDIT 





Total 





Earned Estimated 


Explanation 





1907 

July 9/Profit on transfer to Syndicate Statement| 
—-— | $250,000.00 

1908 

iy 9 
uly 9 


| 
| 


Bond interest net 362,536.90 


Estimated profit as per Statement ‘‘C’’... $15,237.67 





$61,253.90 


Net profit earned 
| $627,774.66 
| 





Net profit earned and estimated 

















CONDITION OF SYNDICATE AFFAIRS, ETC., AS PER BANKERS, 
BOOKS, JULY 9g, 1908 


Due from syndicate members, viz: 
Jones & Company 
Smith Bros 
Rieder & Company............. 
Smash, Slump & Company 


$458,302. 
1,571,323. 
3275359- 


261,887. $2,618,873. 





36. 
6,993,750. 


$9,612,660. 


Bond interest accrued July 1 to 9, 1908 
Cash on hand to be repaid to bankers 








Original advances made by Smash, 
Slump & Company to the syndicate $9,000,123. 


Bankers profit 612,536. $9,612,660. 





In solving this problem, all items required in the question should be 
given in one of the statements, but not necessarily repeated in all. Thus 
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the item of common stock received as a bonus is only shown in Statement 
“B” and is omitted in Statement “A.” 

It will be noticed that while Statement “A” shows a profit of $250,000.00, 
it includes bankers’ own share in the syndicate. To this share there is 
added a profit of $25,000.00, the difference between purchasing price and 
the price at which the bonds were sold to the syndicate. Deducting this 
sum the true profit would only be $25,000.00. 

The Bond Interest Account is self-explanatory. As the bonds were 
bought and sold “with interest,” the account is debited for the intervening 
nine days, amounting to $123.29. It is credited for all interest income, in- 
cluding accretions, not due as yet, showing a net profit after one year of 
$362,536.99. 

Statement “B” shows the participants’ accounts, that is, the final bal- 
ance due from each member of the syndicate. As will be recalled no 
niember of the syndicate paid in money. All the necessary funds were ad- 
vanced by the bankers. The participants’ accounts have been debited for 
their respective allotments, and they have been credited for respective 
sales, the difference shows balance of stock on hand and consequently the 
amount which they owe for such stock remaining unsold. : 

The Common Stock Account under Statement “B,” shows the respec- 
tive share of the stock bonus given to each member of the syndicate, in 
accordance with his holding in the syndicate. 

Statement “C” shows first the bankers’ estimated profit on the unsold 
bonds, the latter being figured at 925, the selling price to the syndicate. 

The second part of this statement shows the bankers’ profits, earned 
and estimated. This profit is composed of the following: 

Profit on transfer to syndicate 
Bond interest (net) 
Estimated profit on unsold bonds 


In figuring these profits it must be borne in mind that there is in- 
cluded $25,000, mentioned above, representing bankers’ own participation; 
furthermore that no interest has been considered on the bankers’ outlay 
for purchase of bonds. 

The cash account shows all cash receipts whether for the sale of bonds 
or receipts of interest, as well as payments for bonds “with interest.” The 
balance of cash on hand belongs to the bankers. 

The final statement shows the bankers’ profit to have been $612,536.99, 
in which figures, however, is not included estimated profit on unsold bonds. 
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Epitep BY CHARLES W. GERSTENBERG, Ph.B., LL.B. 


ACCOUNTING. 


A letter from William Murdoch to William Trenholm, with the latter’s 
reply, forms an interesting article in the American Law Review, May-June, 
1909. The article is entitled “ Accounting in Mutual Life Insurance.” 

Mr. Murdoch’s letter is, in part, as follows: “I have just read your 
article in the American Law Review of January-February, and have be- 
come much interested in the question of the difference made therein 
between the ‘ Actuarial Idea’ and the ‘ Accountant’s Method.’ The question 
raised by you causes me to inquire what the ‘ Accountant’s Method’ will 
give to the policy-holders. I am aware of the results of what you call the 
‘ Actuarial Idea’ and have, therefore, jotted down some questions which 
have occurred to me after reading your article.” 

Mr. Trenholm’s answer is of sufficient vital interest to accountants to 
engage the interest of the readers of THE JouRNAL oF ACCOUNTANCY. We 
cannot in this department undertake to review the answers to thirteen 
questions propounded, but we have taken this opportunity to call the 
article to the attention of our accountant brothers for the reason that its 
appearance in a legal magazine is not likely to insure its being read by 
the accounting profession. 

Another article in a legal magazine, “ The Green Bag,” has struck the 
editor of this department as of great interest to the accountant. The 
article is by Perley Morse, C.P.A., of New York, and is entitled “ Prac- 
tical Legislation for Governmental Surveillance of Corporations.” The 
article is interesting as a whole, but the definite proposals for federal 
legislation demand quoting verbatim: 

“ First—Create and grant the degree of Federal Accountant (F.A.) 
to the Certified Public Accountant (C.P.A.) who has received this degree 
from his state, and after he is sworn to faithfully perform his duties as 
Federal Accountant ‘issue a certificate to him. 

“ Second.—All corporations doing an interstate business should be com- 
pelled to have their business investigated and accounts audited annually 
by the Federal Accountants, the corporation paying the Federal Accountant 
a fee commensurate with his services. 

“ Third.—The proper governmental department to prescribe the neces- 
sary form of the Federal Accountant's report, but it should consist gener- 
ally of the following: (a) Text or comments on irregularities or unusual 
circumstances that may have occurred during the period under investiga- 
tion and audit, also such explanations of various items as may be deemed 
necessary, together with suggestions for the improvement of the account- 
ing system. (b) Certified General Balance Sheet (Assets and Liabilities— 
Assets segregated as follows, Invested Assets, Current Assets and De- 
ferred Assets; Liabilities segregated as follows: Capital or Bonded Debt, 
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Current Liabilities, Deferred Liabilities, Surplus and Reserves) all 
amounts where necessary being supported by schedules showing detail. 
(c) Certified Statement of Income and Profit and Loss; all amounts where 
necessary being supported by schedules showing detail. 


“ Fourth.—One copy of the Federal Accountant’s report to be filed with 
the proper governmental department, and one or more copies with the 
corporation; the contents of all reports to be regarded by the govern- 
mental department as confidential unless it is shown that the corporation 
has violated the law, when it shall be the duty of the proper governmental 
department to immediately begin suit against such corporation. 


“ Fifth—Federal Accountants wilfully certifying to a false General Bal- 
ance Sheet or Statement of Income and Profit and Loss, or wilfully making 
any false statements, shall be deemed guilty of having committed a crime, 
punishable by a fine of not less than one thousand dollars ($1,000.00), and 
imprisonment for not less than one year at hard labor, and the forfeiture 
of their certificate as Federal Accountant. 


“Sixth—At the annual or shareholder’s meeting of the corporation 
the shareholders are to select the Federal Accountant for the ensuing fiscal 
year, such selection to be approved by the proper governmental depart- 
ment, thus minimizing the influence of the officers and directors of the 
corporation on the Federal Accountant. In the event of the shareholders 
failing to choose the Federal Accountants for the ensuing year, they are 
to be appointed by the proper governmental department. 


“ Seventh.—A certified copy of the General Balance Sheet and a certi- 
fied copy of the Statement of Income and Profit and Loss (but without 
the supporting schedules showing detail) to be mailed by the Federal 
Accountant direct to the shareholders of record at the end of the corpora- 
tion’s fiscal year.” 


That the accountant must come to the aid of the government in its 
endeavor to control the interstate commerce has long been evident. 
That Mr. Morse has outlined the best method of co-operation is a fact 
we leave to the accountants to establish or to deny. It occurs to us, how- 
ever, that a few suggestions Mr. Morse himself might be willing to 
accept. The lawyer who desires to practice in federal courts must show 
that he has been admitted to practice before the bar of state courts for a 
certain period. Is it not reasonable that some such condition be attached 
to the degree of Federal Accountant? The operations of corporations 
engaged in interstate commerce are as a rule very complex and the 
accountant’s task in examining the records of such corporations is a more 
difficult and complex undertaking than should be entrusted to the newly 
admitted accountant. It would be wise also, we think, to provide that the 
Federal Accountant selected by each company be one who has no interest, 
direct or indirect, in the affairs of the company and that this fact be 
incorporated in his oath, accompanying his report, which oath, by the 
way, should be in form very much like the oath of the inspectors of 
election now provided for by the statutes of most states. 
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EXECUTORS. 


A recent decision of the Supreme Court of Illinois has given cause for 
much editorial discussion in legal journals as to the right of an executor 
to act as such where he is a necessary subscribing witness to the will. 
It will be remembered that the New York law, which is also the law of 
most other states, is to the effect that a person subscribing his name 
as witness to a will defeats any legacy to him above the amount that 
would come to him in interstate succession, provided always that his 
testimony is necessary to prove the will. The executor, of course, is 
entitled to commissions and the question therefore arises, does the statute 
prevent him from acting as executor and from earning his commissions 
where he is a necessary witness. In New York the rule is undoubtedly 
that the examination of the executor as a witness to prove the will does 
not annul his appointment as executor—See Matter of Wilson, 103 N. Y. 
374. The Illinois case above referred to reaches a different conclusion 
and the law of that state is now undoubtedly that a necessary subscribing 
witness can not take part in the administration of the estate—Jones vs. 


Grieser, 87 N. E. Rep. 295. 
INTEREST. 


The treasurer of a society, it would seem, is not liable for interest on 
funds in his hands, unless payment of the funds became due in some way. 
Should the treasurer be asked by the society, when he settles his account, 


to pay interest on the funds in his hands and should he actually pay such 
interest he mistakes his legal liabilities. While money paid as the result 
of a mistake of fact can be recovered, money paid out as the result of a 
mistake of law cannot be recovered. So in an action brought by the 
treasurer who has paid interest to recover the amount paid judgment will 
be rendered in favor of the defendant.—Torretto vs. Mutual Aid Society 
116 N. Y. Supp. 740. 





